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COMPETITION  IN  THE  HEALTH  SERVICES  MARKET 


TUESDAY,   MAY   14,   1974 

U.S.  Senate, 
Subcommittee  on  Antitrust  and  Monopoly 

OF  the  Committee  on  the  Judiciary, 

Washington,  B.C. 

The  subcommittee  met  at  9:30  a.m.,  in  room  6202,  Dirksen  Office 
Building,  Senator  Philip  A.  Hart  (chairman  of  the  subcommittee), 
presiding. 

Present :  Senator  Hart  and  Senator  Hruska. 

Staff  present:  Howard  E.  O'Leary,  Jr.,  chief  counsel;  Dean  E. 
Sharp,  assistant  counsel ;  Patricia  Y.  Bario,  editorial  director ;  Jan- 
ice Williams,  chief  clerk:  Peter  N.  Chumbris,  minority  chief  coun- 
sel ;  and  Michael  Granfield,  minority  economist. 

Also  present :  Philip  Caper,  M.D.,  staff  member.  Subcommittee  on 
Health,  Senate  Committee  on  Labor  and  Public  Welfare. 

Senator  Hart.  The  committee  will  be  in  order. 

Over  the  years,  liealth  care  service  has  been  treated  pretty  much 
as  a  "natural  monopoly." 

It  has  assumed  that  a  community  could  support  only  so  many  hos- 
pitals ;  that  providers  just  naturally  control  supply  and  demand. 

And  there  may  be  validity  to  such  ideas. 

But,  in  this  area,  as  in  many  others  which  long  have  been  thought 
of  as  "natural  monopolies,"  today  questions  are  being  raised  as  to 
just  how  pervasive  the  monopolization  must  be.  Isn't  it  just  possible, 
some  are  asking,  that  turning  competition  loose,  at  least  in  some  sec- 
tions, may  not  only  lower  the  costs  of  health  care  but  improve  its 
quality  ? 

Finding  the  right  answer  to  that  question  becomes  more  essential 
these  days  as  Congress  apparently  is  moving  closer  to  enacting  some 
system  of  national  health  care. 

This  subcommittee  claims  no  expertise  in  deciding  which  of  the 
proposed  systems — or  of  others  which  may  be  suggested— would  be 
in  the  best  interest  of  the  Nation. 

But  wo  do  have  some  expertise  in  the  area  of  competition. 

Therefore,  today  we  set  out  to  build  a  record  which  will  demon- 
strate the  state  of  competition  today  in  the  four  major  areas  of  the 
health  care  service  industry— planning,  organization,  delivery,  and 
financing.  And,  we  hope  to  develop  some  suggestions  as  to  areas 
where  restrictions  on  trade  could  be  replaced  with  competition  to  the 
benefit  of  the  health  and  pocketbooks  of  consumers.  Wliat  we  are 
seeking  is  a  health  care  system  which  for  all  consumers  has  accessi- 
bility, accountability,  and  responsibility. 

(1) 


2 

Wliile — as  antitrust  is  wont  to  do — we  will  be  focusing  on  eco- 
nomic issues,  one  area  I  am  sure  we  are  all  very  sensitive  to  is  the 
very  human  problems  involved. 

There  is  an  old  joke,  "I've  been  rich  and  I've  been  poor,  and  rich 
is  better."  There  is  a  great  deal  of  truth  in  that.  But  an  even  truer 
statement  of  fact  is,  'TVe  been  well  and  I've  been  sick,  and  well  is 
better." 

Which  is  simply  to  -say  that  today  we  are  concerned  about  how 
this  subcommittee  could  help  make  sure  more  people  are  well — more 
of  the  time. 

At  this  point  I  would  like  to  submit  for  the  record  copies  of  the 
press  releases  announcing  the  hearings  plus  a  sample  copy  of  a  letter 
sent  to  all  witnesses  outlining  the  scope  of  the  hearings  and  aspects 
to  be  covered. 

Also  an  article  which  appeared  in  the  Washington,  D.C.,  Evening 
Star-News  concerning  the  prediction  of  an  extra  workload  in  doc- 
tors' offices  in  the  event  of  enactment  of  any  form  of  comprehensive 
national  health  insurance. 

[The  articles  referred  to  follow.  Testimony  resumes  on  p.  6.] 

IFrom  the  Office  of  Senator  Philip  A.  Hart,  Washington,  D.C. ;  For  Release 

Wednesday,  Feb.  13,  1974] 

Senator  Philip  A.  Hart  (D-Mich)  today  announced  that  the  Antitrust  and 
Monopoly  Subcommittee  would  resume  its  investigation  this  spring  of  the  $87 
billion  personal  health  care  industry. 

Hart  said  the  investigation  would  explore  the  effectiveness  of  competition  in 
keeping  health  care  costs  down. 

"In  the  last  six  years,  the  subcommittee  has  looked  at  the  relationship  of 
the  high  cost  of  hospitalization  to  Blue  Cross  and  the  commercial  health  insur- 
ers. With  various  proposals  for  national  insurance  l)efore  Congress,  it  is  impor- 
tant to  continue  the  examination  of  competition  in  the  delivery  and  financing 
of  health  care." 

In  a  White  House  briefing,  for  example,  HEW  Secretary  Casper  Weinberger 
pointed  to  the  role  of  competition  in  the  administration's  plan.  Weinberger 
said :  "Competition  among  insurance  companies  all  selling  almost  identical  prod- 
ucts will  be  relied  on  to  keep  the  cost  of  premiums  and  medical  services 
down." 

"^Duriug  our  previous  hearings,"  Hart  said,  "we  learned  that  the  private 
health  insurance  payment  systems  neither  reward  efficiency  nor  discourage 
waste.  Instead,  they  support  costly  hospital  and  medical  care,  content  to  pass 
increases  on  to  consumers.  Given  that  record,  we  must  ask  just  how  will  the 
cost  of  premiums  and  services  be  kept  down  if  we  retain  the  present  approach 
to  paying  for  health  care. 

"Tlie  new  Health  Maintenance  Organization  (HMO)  law  could  bring  more 
competition  into  the  health  care  market — competition  between  different  systems 
of  health  care  delivery  rather  than  among  similar  insurance  plans.  The  HMO 
concept  is  a  pre-paid  comprehensive  group  health  plan  that  operates  on  a  non- 
fee-for-service  basis.  But,  will  HMOs  have  a  chance  to  compete  and  offer  an 
alternative  to  the  private  carrier,  fee-for-service  systems. 

" — Will  HMOs  be  at  a  competitive  disadvantage  because  of  the  private  car- 
riers' pricing  systems  for  services?  Does  the  setting  of  premiums,  putting  aside 
money  to  pay  claims  and  the  general  way  money  is  handled  by  private  car- 
riers place  pre-paid,  budgeted  HMOs  at  a  disadvantage? 

" — Will  the  consumer  really  have  a  choice  of  competing  delivery  systems  if 
insurance  companies  or  Blue  Cross  control  the  HMO  or  if  a  group  of  doctors 
interested  in  fee-for-service  run  the  HMO? 

" — Will  'for-profit'  insurers  operating  HMOs  use  them  to  dump  poor  health 
risks,  as  auto  insurers  have  done  with  high-risk  drivers? 


"Will  reliance  on  private  insurance  carriers  perpetuate  local  physician  mar- 
ket power  over  the  planning,  organization,  financing  and  delivery  of  medical 
care? 

•• — Will  increased  premiums  for  private  health  carriers  add  to  their  monop- 
oly power,  reinforcing  the  fee-for-service  practice,  and  thereby  rule  out  real 
competition  from  HMOsV 

"We  are  concerned  then  about  the  absence  of  competition  resulting  from  re- 
liance on  traditional  private  insurance  carriers.  Could  new  laws  assure  compe- 
tition among  health  delivery  systems?  Do  state  regulations  impede  the  national 
policy  of  encouraging  HMOs? 

"In  the  investigation,"  Hart  concluded,  "we  hope  to  find  some  of  the  answers- 
to  these  questions.  It  is  clear  from  the  number  of  revisions  and  changes  pro- 
posed  for   the   current   system   that   it   has    serious    shortcomings.    And    since- 
competition  is  so  absent  from  the  present  system  and  so  essential  if  a  private- 
system  is  to  be  chosen  for  the  future — a  careful,  thoughtful  study  is  in  order." 


[From  the  Office  of  the   Senate  Antitrust  and  Monopoly   Subcommittee;   For" 

Release :  Thursday,  May  9,  1974] 

How  competition  can  be  applied  to  hone  down  the  costs  of  health  care  and 
improve  quality  will  be  the  principle  concern  of  hearings  opening  next  week 
before  the  Senate  Antitrust  and  Monopoly  Subcommittee. 

"Popular  supiiort  these  days  seems  to  be  massing  for  a  national  health  care 
system  which  leans  heavily  on  private  suppliers  and  private  insurance  compa- 
nies as  fiscal  agents."  said  Chairman  Philip  A.  Hart  (D-Mieh). 

"This  assumes  that  there  is  competition  in  this  industry- — which  will  deliver 
the  best  care  at  the  lowest  prices  to  consumers. 

"But  we  know  that  several  ingredients  necessary  for  a  competitive  market 
do  not  in  many  cases — and  probably  cannot  in  others — exist  in  this  market," 
he  said. 

Hart  listed  well-informed,  independent-acting  buyers  and  sellers  and  free 
entry  for  other  buyers  and  sellers  as  missing  ingredients  for  traditional  compe- 
tition. 

"Truthfully,  I  fear  that  if  we  load  billions  more  dollars  upon  the  present 
system,  it  will  crack  under  the  strain.  We  have  had  a  small  taste  of  this  with 
the  impact  of  Medicare  and  Medicaid,"  he  said. 

"Added  dollars  will  remove  the  ability-to-pay  barrier.  But,  we  are  concerned 
that  there  is  an  imperfect  market  on  the  supply  side  which  will  be  unable  to 
meet  the  demand  without  runaway  inflation. 

"It  seems  that  even  with  some  of  the  'imperfections'  of  this  market — such  as 
the  fact  tliat  medical  care  is  most  often  'purchased'  for  consumers  by  third 
parties — doctors — and  paid  for  by  other  third  parties — insurance  companies  or 
government — we  still  could  have  more  competition  than  exists  today." 

Hart  listed  these  areas  as  prime  for  probing  by  the  Subcommittee  during  the 
hearings  : 

1.  The  restraints  on  trade  which  the  government  itself  imposes — sometimes 
without  necessity. 

"Government  today  is  funding  37  percent  of  all  personal  health  care.  It  pay* 
53  percent  of  all  hospital  costs. 

"It's  alleged  that  overly  restrictive  certificate  of  need  and  license  laws  are- 
protecting  the  status  quo  and  keeping  out  new  entrants." 

2.  Restraints  which  come  from  the  position,  power  and  actions  of  the  Ameri- 
can Medical  Association  and  its  member  state  and  country  associations. 

"People  have  talked  for  years  of  possible  restriction  of  the  supply  of  doctors 
due  to  indirect  pressures  of  the  'in'  group,"  Hart  said.  "But,  the  Subcommittee 
has  received  many  complaints  recently  of  far  more  subtle  restraints  of  trade 
which  may  not  be  necessary  to  maintain  the  competence  of  the  medical  profes- 
sion," Hart  said. 

"One  example  frequently  mentioned  nowadays  is  the  competitive  impact  on 
Health  Maintenance  Organizations  when  local  doctors  foi"m  Foundations  for 
Medical  Care." 

3.  Is  there  a  system  to  pay  for  medical  care  which  will  encourage  efficiency 
more  than  the  present  cost-plus  payment  used  by  government  and^  private  \ikr- 
surance  companies? 


"Basically,"  said  Hart,  "we  will  be  examining  the  four  aspects  of  this  indus- 
try— planning,  organization,  delivery  and  financing  to  see  what  restraints  are 
justified  and  which  can  be  replaced  by  competition. 

"In  short,  we  want  to  keep  what  is  good  for  the  consumer  in  the  system, 
and  eradicate  the  bad." 

Additional  hearings  will  be  held  May  29  and  30.  They  will  be  chaired  by 
Senator  Edward  M.  Kennedy  (D-Mass). 


[From  the  OflSce  of  the  Senate  Antitrust  and  Monopoly   Subcommittee;   For 

Immediate  Release  May  13,  1974] 

Chairman  Philip  A.  Hart  (D-Mich)  today  announced  a  revised  schedule  for 
Senate  Antitrust  and  Monopoly  Subcommittee  hearings  on  the  health  care  in- 
dustry. 

Hearings  were  originally  scheduled  for  Tuesday  and  "Wednesday.  They  now 
will  be  held  Tuesday,  Wednesday  and  Friday. 

The  revised  witness  schedule  is : 
Tuesday,  May  IJf,  1974 — Dirksen  Senate  Office  Bldg.,  Rm.  6202,  9:30  a.m. 

1.  Dr.  Jesse  Steinfeld  (M.D.) — former  Surgeon  General  of  the  United  States 
and  now  Chairman,  Oncology  Department,  at  the  Mayo  Clinic. 

2.  Paul  Ward,  Executive  Director,  California  Commission  on  Regional  Medi- 
cal Programs  (formerly  head  of  California's  HEW). 

Accompanied  hy: 

Carl  Yordy,  Senior  Program  Oflicer,  Institute  of  Medicine,  National  Academy 
of  Sciences,  and 

Roger  J.  Bolger   (M.D.) — Executive  Officer,  Institute  of  Medicine,  National 
Academy  of  Sciences. 
Wednesday,  May  15,  1974 — Dirksen  Senate  Office  Bldg.,  Rm.  1224,  8:30  a.m. 

1.  Former  State  Senator  Joe  Bernal,  Executive  Director  of  Commission  for 
Mexican-American  Affairs,  San  Antonio,  Texas ;  and  State  Representative 
Mickey  Leland,  Houston,  Texas. 

Accompanied  by: 

Michael  Mendelson,  Attorney  for  the  Mexican-American  Legal  Defense  &  Ed- 
ucational Fund ; 

Dr.  F.  Carter  Pannill,  Vice  President  for  Health  Sciences,  State  University 
of  New  York,  Buffalo,  New  York,  and  former  Dean,  University  of  Texas  Medi- 
cal School  at  San  Antonio,  Texas ; 

Ms.  Jackee  Cox,  consumer  advocate  and  writer  on  health  care  matters ;  and 

Dr.  Walter  Faggett,  M.D.,  Chairman  of  the  Board,  Bexar  County  Anemia 
Association,  Inc.,  San  Antonio,  Texas ; 
Friday,  May  17,  1974— Dirksen  Senate  Office  Bldg.,  Rm.  4200,  9:00  a.m. 

1.  Dr.  Daniel  Blumenthal,  M.D. — former  VISTA  volunteer,  Atlanta,  Georgia. 

2.  Charles  W.  Rawlings,  former  Director,  Center  for  Health  Consumer  Af- 
fairs, Case  Western  Reserve  University,  Cleveland,  Ohio. 

3.  Clark  Havighurst,  Professor  of  Law,  Duke  University  of  Law  School 
(also  former  member  of  Institute  of  Medicine's  Committee  on  HMOs). 


Sample  Letter  to  All  Witnesses 

Apkil  30,  1974. 

Dear :  The  Senate  Antitrust  and  Monopoly  Subcommittee  on  Tuesday, 

May  14,  will  open  hearings  on  competition  in  the  health  services  market. 

Your  testimony  would  be  very  helpful  if  we  are  to  get  an  understanding  of 
the  health  services  market,  its  structure,  conduct  and  performance — especially 
from  consumers'  point  of  view. 

The  Subcommittee  would  like  to  know  how  competition  or  the  lack  thereof 
affects  the  cost  and  quality  of  health  care  services.  How  does  the  health  care 
sector  depart  from  traditional  competitive  market  assumptions  of  many,  well- 
informed,  independently  acting  buyers  and  sellers,  and  free  entry  for  other 
buyers  and  sellers? 

For  instance,  even  if  Congress  reduces  the  ability-to-pay  barrier,  can  we  ex- 
pect the  private  market  to  work  well  where  unregulated  nonprofit  hospitals, 
third  party  payment  by  insurers  and  Government  are  the  dominant  influences 


over  resoiu'ce  allocation?  What  are  the  prospects  for  obtaining  adequate  per- 
formance from  either  a  planned,  noncompetitive  regulated  system,  or  a  com- 
pletely restructured  competitive  market  maintained  by  antitrust?  Should  there 
be  a  mix  of  planning  and  competitive  enterprise,  and  if  so,  how  do  we  strike 
the  balance  most  beneficial  to  consumers? 

What  is  the  appropriate  role  of  health  care  planning  in  the  local  commu- 
nity? Should  the  basic  goals  of  health  service  planning  be  efficiency  and  acces- 
sibility to  all  age  groups,  ethnic  groups  and  income  groups  in  all  locations  in 
the  community?  If  so,  are  these  goals  being  achieved,  and  if  not,  why  not?  Do 
area  wide  comprehensive  planners  tend  to  focus  on  measures  of  effectiveness  in 
terms  of  mortality  and  care  of  disease,  or  tend  to  deal  in  what  people  want  in 
terms  of  alleviation  of  anxiety,  pain  and  discomfort? 

Particularly,  we  are  interested  in  learning  what,  if  any,  artificial  restraints, 
private  and  public  barriers  to  entry,  and  restrictive  activities  and  practices  by 
organized  medicine  constrain  the  supply  and  mobility  of  health  manpower  and 
opportunities  for  achieving  more  efficiency  in  the  organization  and  marketing 
of  medical  services.  What  is  the  effect,  if  any,  of  rules  of  medical  "ethics," 
customs  and  pressures  on  the  delivery  of  physicians'  services?  What,  if  any, 
discriminatory  pricing  practices  exist  in  the  medical  services  market,  and  what 
could  be  done  to  eliminate  them? 

What,  if  any,  anticompetitive  problems  are  posed  by  prepaid,  comprehensive 
group  practice  plans  being  sponsored,  controlled  and  marketed  by  hospitals, 
doctors  (Foundations  for  Medical  Care  and  Professional  Service  Review  Orga- 
nizations), commercial  insurers  and  Blue  Cross-Blue  Shield?  Does  the  recently 
enacted  HMO  law,  with  its  dual  option  provision  and  broad  comprehensive 
benefit  package,  create  any  special  marketing  problems  for  HMOs  now  compet- 
ing with  commercial  insurers  and  the  Blue  Cross-Blue  Shield,  but  who  do  not 
have  to  offer  the  same  broad  comprehensive  benefits? 

What  role,  if  any,  is  appropriate  for  antitrust  today  in  the  health  service 
sector?  Are  those  laws  sufficient  for  protecting  a  fair  market  test  for  prepaid, 
comprehensive  group  health  plans? 

In  addition  to  your  general  comments  in  this  area,  we  would  appreciate  re- 
ceiving your  specific  experiences  which  you  may  deem  relevant  to  this  inquiry. 

We  would  appreciate  receiving  your  testimony  on  Wednesday,  May  15,  1974 
at  10:00  a.m.  in  Room  2228  Dirksen  Senate  Office  Building,  Washington,  D.C. 

You  may  file  a  prepared  statement  of  any  length  which  will  be  printed  in 
full  in  the  hearing  record.  However,  in  order  to  allow  time  for  dialogue,  we 
must  ask  that  you  limit  your  oral  presentation  to  15  minutes.  We  would  also 
appreciate  receiving  your  biographical  sketch. 

Rules  of  the  Subcommittee  require  that  prepared  testimony  be  submitted 
well  in  advance  of  our  appearance.  Therefore,  we  ask  that  25  copies  of  your 
formal  statement  be  in  our  office  by  May  12,  1974.  You  may  wish  to  make  an 
additional  100  copies  available  for  the  press  on  the  day  of  your  testimony. 

Your  interest  and  cooperation  are  greatly  appreciated. 

Sincerely  yours, 

Philip  A.  Hart,  Chairman. 


[Washington  (D.C.)  Evening  Star-News,  June  13,  1974] 

DocTOK  Overload  Predicted 

(By  Judith  Randal) 

A  government  financed  study  predicts  that  doctors'  offices  would  be  swamped 
under  any  form  of  comprehensive  national  health  insurance,  but  that  hospitals 
would  be  able  to  take  the  increased  demand  for  services  in  stride. 

The  study,  published  today  in  the  New  England  Journal  of  Medicine,  also 
says  there  are  two  reasons  why  it  is  unrealistic  to  assume  that  enactment  of 
such  legislation  would  increase  life-expectancy. 

While  easier  access  to  health  services  would  relieve  suffering,  the  study  pre- 
dicts, it  could  have  but  little  influence  on  such  contributors  to  premature  death 
as  poverty,  automobile  accidents,  smoking  and  alcoholism.  Nor,  it  says,  would 
national  health  insurance  have  much  influence  on  mortality  statistics  traceable 
to  major  killers  such  as  heart  disease  or  cancer  unless  major  research  ad- 
vances occurred. 
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In  weighing  the  type  of  national  health  insurance  that  would  pay  most  med- 
ical bills,  the  study  forsees  little  impact  on  hospitals  because  90  percent  of 
hospital  bills  are  already  covered  by  some  form  of  insurance  and  because  so 
many  hospitals  already  have  more  beds  than  there  is  a  demand  for.  But  when 
it  comes  to  care  obtained  in  offices  and  clinics,  it  says,  demand  would  soon  ex- 
ceed supply. 

Because  of  this  situation,  the  study  says,  waiting  periods  for  non-emergency 
appointments  would  be  longer  and  people  pressed  for  time  would  be  less  likely 
to  seek  medical  care.  Thus,  the  distribution  of  services  would  be  shifted  away 
from  the  relatively  affluent  who  are  in  a  hurry  and  toward  those  who  have 
less  money,  but  more  time. 

The  report,  commissioned  by  the  Department  of  Health.  Education  and  Wel- 
fare, was  prepared  by  Joseph  P.  Newhouse  and  Charles  E.  Phelps,  economists 
at  the  Rand  Corp.  in  Santa  Monica,  Calif.,  in  collaboration  with  Dr.  William 
B.  Schwartz  of  the  Tufts-New  England  Medical  Center,  also  a  consultant  to 
Rand.  In  their  analysis,  the  three  experts  also  looked  at  the  various  ways  Con- 
gress might  structure  national  health  insurance  legislation  which  could  influ- 
ence the  demand  for  care. 

If,  for  example,  patients  were  required  to  pay  $150  to  $200  out-of-pocket  be- 
fore becoming  eligible  for  benefits,  the  report  predicts  that  the  Jiurden  on 
doctors'  offices  would  be  less  but  that  the  demand  on  hospitals  would  be  little 
changed.  This  is  the  approach  both  of  the  Nixon  administration  and  Compre- 
hensive Health  Insurance  Plan  and  its  principal  rival,  the  proposal  sponsored 
by  Sen.  Edward  M.  Kennedy.  D-Mass.,  and  Rep.  Wilbur  Mills,  D-Ark. 

On  the  other  hand,  if  the  insurance  were  structured  so  that  a  family  had  to 
spend  $2,000  or  so  before  becoming  eligible  for  so-called  catastropliic  coverage — 
more  or  less  the  philosophy  of  the  measure  sponsored  by  Sen.  Russell  B. 
Long,  D-La.,  and  Abraham  Ribicoff,  D-Conn.,  the  demand  for  all  kinds  of  medi- 
cal services  would  prol)ably  lie  little  changed,  the  report  says. 

The  report  also  explores  what  would  happen  if  tax  deductions  for  health  in- 
surance premium  were  eliminated.  This,  too,  it  says,  would  probably  lead  to  a 
slackening  of  demand  for  health  care. 

Tlie  report  makes  no  value  judgments  on  wliat  form  of  national  health 
insurance  is  preferable.  Rather,  it  says,  the  nation  must  decide  whether  health 
care  is  to  be  a  right,  like  public  education,  or  whether  society's  only  obligation 
is  to  see  to  it  that  people  have  an  adequate  income  from  which  they  can  spend 
money  for  non-emergency  health  services  if  they  so  choose. 

Senator  Hart.  T  tliin]-:.  unanimously,  the  subcommittee,  as  it  is 
composed  at  tlie  moment.  Doctor,  welcomes  you  back. 

T  Avill  ask.  for  the  benefit  of  rearlci-s  of  the  record,  that  a  summary 
biosfraphy  of  Dr.  Jesse  L.  Steinfeld  be  printed  in  the  record. 

FDr.  Steinfeld's  curriculum  vitae  appears  as  exhibit  2  at  the  end 
of  his  testimony.] 

Senntoi-  Hart.  I  think  v.'p  TemembeT-  him  best  as  the  former  Sur- 
jreon  General.  We  welcome  him  today  as  chairman  of  the  Oncology 
Department  at  the  IMayo  Clinic. 

As  you  know.  Doctor.  Senator  Kennedy  hoi>ed  to  be  able  to  join 
us.  He  was  not  able  to  and  he  asked  me  to  extend  his  welcome. 

You  may  proceed. 

STATEMENT  OF  JESSE  L.  STEINFELD.  M.D.,  CHAIRMAN.  ONCOLOGY 
DEPAKTMENT,  MAYO  CLINIC.  AND  FORMER  SURGEON  GENERAL 
OF  THE  UNITED  STATES 

Di-.  Stetnfelo.  Thank  you.  Ish:  Chairman.  T.  too.  am  sorry  Sena- 
tor Kennedy  cannot  be  here. 

If  it  is  permissible  with  you  nnd  the  subcommittee.  T  Avould  like  to 
skim  throuoh  the  testimonv  and  not  read  the  entire  statement. 


Senator  Hakt.  With  no  objection,  we  will  have  the  statement 
printed  in  full,  and  yon  proceed  as  you  wish. 

[The  statement  referred  to  appears  as  exhibit  1  at  the  end  of  Dr. 
Steinfeld's  oral  testimony.] 

Dr.  Steixield.  Thank  yon.  Then  I  will  skim  through  it.  Senator 
Hart. 

Mr.  Chairman  and  members  of  the  subcommittee,  it  is  a  pleasure 
to  be  here  today  to  discuss  with  you  the  role  of  competition  in  the 
health  services  market. 

My  role  will  be  to  review  the  health  services  industry,  its  struc- 
ture, conduct,  and  performance,  to  serve  as  background  data  for 
these  hearings. 

My  intent  is  to  focus  on  three  aspects  of  the  medical  problem — 
physicians,  hospitals,  and  health  education — with  particular  atten- 
tion to  the  consumers  equity  of  access,  quality  of  care,  efficiency  of 
the  system,  and  the  containment  of  costs. 

However,  it  is  not  possible  to  isolate  one  aspect  of  the  health  ap- 
paratus, and  to  adjust  or  readjust  it  without  affecting,  in  turn,  other 
segments. 

Both  public  and  private  policy  decisions,  which  do  not  view  the 
apparatus  as  the  complex  interdependent  whole  that  it  is.  may.  by 
their  decisionmaking,  create  even  greater  inequities  and  inefficiencies 
in  the  svstem. 

The  health  services  sector  has  developed  from  a  base  comprised  of 
individual  entrej"»reneurial  physicians,  a  rapidly  evolving,  technolog- 
ically complex  hospital,  and  a  public  health-preventive  medichie 
complex. 

As  the  health  care  system  now  stands,  built  up  over  the  last  cen- 
tury by  a  series  of  indiviclu'il.  jniblic.  and  private  independent  pol- 
icy decisions,  both  competitive  and  noncompetitive  practices  occur  at 
all  levels  of  the  health  industries. 

In  some  instances,  competition  is  in  the  public  interest;  in  others, 
it  is  not. 

Recent  congressional  concern  with  national  health  insurance  raises 
questions  as  to  whether  additional  financing  mechanisms  added  iiito 
the  present  system,  by  increasing  consumer  competition  for  existing 
health  services,  need  to  br^  supplemented  by  a  planned,  i-estructured 
organization  and  delivery  mechanism  to  achieve  optimal  health  ben- 
efits for  our  citizens. 

I  am  not  an  antitrust  laM^yer,  obviously,  but  I  believe  you  are  add- 
ijir  a  significant  element  to  the  dialog  on  national  health  policy,  Mr. 
Chairman,  by  raising  the  critical  issue  of  whether  any  program  of 
national  health  insurance  can  succeed  without  attention  to  those  fac- 
tors which  influence  the  kinds  and  qualities  of  physicians  and  other 
medical  resoui-ces  on  the  supply  side  of  the  equation.' 

My  statement  today  is  presented  as  that  of  a  private  citizen,  and 
not  as  a  representative  of  anv  institution  or  group. 

As  background,  I  would  like  to  review  briefly  a  few  aspects  of  the 
health  care  complex  in  the  United  States. 

For  a  child  born  in  the  I'^nited  States  in  1900,  life  expectancy  was 
47  years,  whereas  a  child  born  in  1.970  could  expect  to  live  71  years. 
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Delivery  of  personal  health  services  was  not  the  major  factor  in 
this  remarkable  increase  in  longevity.  Rather,  it  was  largely  the  re- 
sult of  medical  research,  public  health  measures,  purification  of 
water  supplies,  immunizations,  improved  nutrition,  increased  urban 
and  rural  sanitation  measures,  and  improved  housing. 

Despite  the  advances  of  the  last  75  years,  the  United  States  is  not 
foremost  among  industrialized  nations  in  terms  of  life  expectancy. 

The  average  American's  major  complaint  about  our  health  system 
is  his  inability  to  obtain  prompt,  equitable  access  to  responsive  care 
when  he  is  ill. 

With  this  background,  let's  look  at  the  current  health  scene. 

Tlie  health  industry  is  the  third  largest  in  the  United  States, 
ranking  just  behind  agriculture  and  construction.  Five  percent  of 
the  nonmilitary  labor  force  worked  in  the  health  industry  in  1970. 
This  comprised  41/^  million  people,  which  is  an  80-percent  increase 
from  the  2i/^  million  in  the  health  industry  in  1960. 

The  primary  increase  was  in  nurses  and  allied  health  professionals 
working  in  the  evermore  technologically  complex  hospital. 

The  average  number  of  employees  per  patient  has  increased  from 
1.8  in  1950  to  3.1  employees  per  patient  in  1972.  Average  wages  per 
hospital  employee  have  almost  quadrupled  between  1950  and  1973, 
while  overall  health  spending  has  increased  800  percent  from  $12  to 
$94  billion  in  that  same  20-year  period. 

However,  for  all  their  problems,  hospitals  can  and  have  become 
profitable  enterprises.  Net  income  on  a  patient  day  basis  has  in- 
creased from  29  cents  in  1950  to  $2.91  in  1971.  Nonprofit  hospitals 
made  $2.63  per  patient  day,  while  for-profit  hospitals  made  $6.43  per 
patient  day. 

The  U.S.  health  scene  is  fragmented.  It  is  not  organized  to  pro- 
vide equity  of  access  or  to  contain  costs. 

Quality  of  care  depends  on  the  individual  physician  and  institu- 
tional provider,  rather  than  upon  a  system  which  insures  or  at- 
tempts to  guarantee  quality  of  care. 

Responsibility  has  not  been  fixed  for  entering  the  system.  A 
patient  may  enter  through  his  family  doctor,  through  a  specialist, 
through  an  emergency  room,  through  a  pharmacist's  recommenda- 
tion, through  calling  a  county  medical  association,  or  through  many 
other  mechanisms. 

Similarly,  unless  the  patient  belongs  to  a  group  providing  a  com- 
prehensive range  of  medical  services  he  may  have  to  seek  out  care 
from  a  variety  of  sources,  the  obstetrician,  pediatrician,  the  intern- 
ist, surgeon,  radiologist,  clinical  laboratory  specialist,  the  hospital 
emergency  room,  and  so  forth.  And  he  may  have  to  travel  to  a  dif- 
ferent location  to  each  specialist  or  for  each  lab  test. 

The  patient  pays  not  only  in  money,  but  in  time ;  and  both  may  be 
expensive. 

The  system  is  not  organized  to  insure  efficiency,  equity  of  access, 
to  monitor  quality  of  care,  or  to  contain  costs. 

Each  segment  is  on  a  fee-for-service  basis,  and  must  break  even  or 
make  a  profit,  and  each  segment  is  organized  on  that  basis.  The 
mechanism  for  payment  largely  has  organized  the  system. 
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To  repeat,  the  mechanism  for  payment  largely  has  organized  the 
system. 

Wliile  these  hearings  will  cover  many  aspects  of  the  health  care 
sector,  I  will  restrict  my  remarks  to  the  role  of  physicians,  hospitals, 
and  certain  public  health  measures  to  improve  the  system. 

Physicians  in  the  United  States  are  as  dedicated,  conscientious, 
and  hard  working  as  anywhere  in  the  world. 

As  a  group,  they  seek  the  best  care  for  their  patients  within  the 
system  which  has  trained  them,  and  in  which  they  practice. 

Since  each  individual  works  to  the  best  of  his  ability,  he  is  natu- 
rally reluctant  to  have  his  relationships  with  patients  and  the  other 
segments  of  the  health  care  industry  significantly  changed  unless  it 
is  obvious  that  the  change  will  be  for  the  better  for  his  patients,  for 
himself,  and  for  the  system. 

As  I  review  the  history  of  science  I  have  learned  that  the  most 
effective  changes  result  from  a  system  of  education  which  trains  in- 
dividuals for  their  ultimate  roles  in  society. 

This  is  important  because  if,  indeed,  our  society,  through  the  Con- 
gress, wishes  a  structural  reorganization  of  medical  practice,  this 
will  have  to  begin  in  the  medical  schools  and  in  university  hospitals. 

These  will  have  to  be  organized  to  provide  the  kind  of  training 
and  interrelationships  with  allied  health  professionals  and  with  pri- 
mary-care physicians  in  primary  and  secondary  facilities  which  have 
clear-cut  relationships  to  the  tertiary  or  university  hospitals. 

If  we  continue  to  train  physicians  to  practice  subspecialty  medi- 
cine on  an  entrepreneurial  basis,  it  should  not  surprise  us  that,  in- 
deed, they  wish  to  practice  subspecialty  medicine  on  an  entrepre- 
neurial basis. 

Medical  schools  today  are  being  asked  by  society  to  do  many 
things,  and  a  number  of  them  are  inconsistent  or  incompatible  with 
one  another. 

Traditional  competitive  market  assumptions  require  many  well- 
informed,  independently  acting  buyers  and  sellers  as  well  as  free 
entry  for  other  buyers  and  sellers. 

Of  the  55,000  ]M.D.'s  in  internship  and  residency  training  in  the 
United  States  at  present,  only  about  II/2  percent  are  in  general  prac- 
tice residencies,  whereas  16  percent  of  our  practicing  physicians  are 
in  general  practice. 

Also,  only  about  35  percent  of  these  individuals  in  training  are  in 
the  primary  care  specialties,  which  are  family  practice,  internal 
medicine,  pediatrics,  and  obstetrics.  And  of  these  peojile  in  training, 
about  half  will  subspecialize  further. 

To  have  the  kind  of  health  maintenance  organization  which  is  suc- 
cessful they  will  need  approximately  55  to  60  percent  of  their  physi- 
cians to  be  primary-care  physicians. 

It  is  clear  that  we  aren't  training  the  kinds  of  physicians  that  we 
need. 

Thus,  the  current  numbers  and  distribution  of  primary-care  physi- 
cians preclude  a  competitive  market  from  even  beginning  to  operate. 
Without  primary-care  physicians  distributed  geographically,  in 
terms  of  national  needs  and  priorities,  equity  of  access  and  efficiency 
are  not  possible. 
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I  will  move  on  to  quality  of  care. 

In  the  United  States  today,  we  certify  specialist  training  pro- 
grams by  themselves,  in  vacuo,  not  on  the  basis  of  need.  No  group — 
not  Government,  not  the  AMA,  or  the  AHA,  not  the  medical 
schools,  not  the  State  boards  of  health,  nor  any  collection  of  groups — • 
has  yet  set  forth  what  would  be  an  optimal  number  of  each  kind 
of  specialist  or  primary-care  physician  for  each  kind  of  urban,  sub- 
urban, and  rural  area  in  this  country. 

If  the  healtli  sector  will  not  do  this  voluntarily  the  Government 
will  probably  have  to,  and  this  is  one  of  the  most  significant  areas- 
w^hich  needs  careful,  critical,  and  immediate  attention  so  that  within 
another  decade  we  can  be  training  the  kinds  of  physicians  we  need 
who  will  practice,  hopefully,  where  they  are  needed. 

An  excess  of  surgeons  loads,  it  is  true,  to  competition,  but  that 
competition  may  be  unwholesome. 

Some  surgeons  do  too  few  operations  to  maintain  the  quality  of 
proficiency  which  a  larger  surgical  practice  could  provide. 

Also,  there  is  a  tendency  for  a  surgeon  who  does  too  few  opera- 
tions to  make  the  decision,  when  seeing  a  patient,  albeit  uncon- 
sciously, to  do  an  operation  which  may  not  be  essential. 

This  kind  of  unwholesome  competition  results  from  the  training 
of  more  specialists  in  a  particular  specialty  than  society  needs  for 
optimal  care. 

The  solution  is  a  review  of  the  training  programs;  an  analysis  of 
the  numbers  of  existing  specialists  in  the  field;  an  estimate  of  the 
future  need  for  that  specialty  in  our  society — or  in  other  societies  if 
Vve  are  going  to  train  doctors  for  less-developed  countries — and  the 
mechanism  for  training  just  that  number  of  specialists  which  we  do 
need. 

Public  and  private  decisionmaking  in  its  current  fragmented,, 
fractionated  way,  may  stifle  rather  than  stimulate  comperition  in  the 
liealth  sector. 

Many  physicians'  activities  can  be  performed  by  individuals  with 
less  training.  State  licensure  laws,  insurance  company  requirements, 
and  even  Federal  regulations  stifle  competition  in  this  regard,  since 
payment  for  the  service  depends  upon  the  physician  performing  it 
rather  than  any  other  person  performing  it. 

Such  laws  and  regulations  raise  the  price  of  medical  care  without 
raising  the  (juality.  These  laws  regarding  professioiuil  licensure  and 
qualification  need  reexamination  in  any  review  of  national  health 
policy. 

Now,  let  me  just  summarize  the  section  on  medical  schools  to  indi- 
cate that  I  think  they  provide  the  key  to  what  happens  in  the  health 
care  sector. 

If  they  train  the  kinds  of  physicians  we  need,  and  if  they  set  roles 
which  the  students  will  emulate  and  want  to  be  like  their  professors, 
I  think  medical  students  can  have  a  great  influence  on  what  the 
physician  of  tomorrow  will  be  like. 

As  long  as  the  person  with  the  most  prestige  and  honor  is  the  re- 
sea  r-ch  professor  doing  laboi-atory  work.  I  think  the  students  who  go 
to  school  vv'ill  waiit  to  be  like  that  person,  and  I  think  this  is  one  of 
our  problems.  Of  course,  a  major  role  for  the  medical  schools  is  to- 
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do  research,  and  to  train  the  teachers  of  tomorrow,  but  also  to  train 
the  practitioners  of  today. 

Over  the  past  To  years  the  liospital  has  evolved  from  a  place  to 
die,  in  which  hotel-like  services  were  provided,  into  a  modern,  com- 
plex, highly  technologic  industry  Avliich  is  labor  intensive  and  rap- 
idlv  evolving. 

During  this  same  period  of  time  the  United  States  has  changed 
from  a  predominantly  rural  to  a  predominantly  urban  society. 

Medical  practice  has  become  so  complex  that  the  physician  who 
could  carry  with  him  into  his  patient's  home  a  century  ago  the  en- 
tire diagnostic  and  therapeutic  armamentarium  of  that  time  now  re- 
lies upon  a  vast  array  of  complex  technologies  in  order  to  provide 
adequate  care  for  his  patients. 

Intensive  care  units  are  necessary  for  patients  who  are  critically 
ill.  such  as  burn  patients,  heart  attack  victims,  kidney  transplants, 
and  the  like. 

The  emergency  room  has  become  the  family  doctor  for  many 
urban  families.  In  fact,  one  out  of  five  physician-patient  encounters 
occurs  in  the  hospital  today,  which  is  a  remarkable  statistic. 

At  present  we  have  over  a  quarter  of  a  million  physicians  working 
in  over  7,000  hospitals  in  vv'hich  they  have  little  authority  or  respon- 
sibility regarding  either  policy  or  budget. 

The  planning,  organization,  and  financing  of  hospitals  has  pro- 
ceeded independently  of  the  rest  of  medical  practice.  Each  hospital 
is  a  unit  unto  itself,  with  its  own  board  of  trustees. 

"\'\liile  hospitals  are  concerned  with  efficiency  and  cost  containment 
if  they  are  proprietary  hospitals,  they  may  not  be  so  concerned  if 
they  are  nonprofit  institutions  whose  costs  are  borne  largely  by 
third-party  payers  who  reimburse  on  a  cost-plus  basis. 

The  hospital  has  not  yet  specifically  defined  its  mission  in  our 
medical  care  system.  Some  hospitals  see  themselves  as  an  extension 
of  physicians'  activities;  others  view  themselves  as  community  re- 
sources; some  provide  public  health  services  to  the  surrounding  com- 
munity ;  some  provide  emergency  health  services. 

Other  hospitals  may  conduct  their  activities  so  as  to  enhance  the 
status  and  prestige — and  sometimes  the  pocketbooks — of  their  lay 
board  of  trustees. 

Since  the  role  of  public  and  private  hospitals  is  not  clearly  de- 
fined, it  is  not  surprising  that  it  has  not  been  integrated  into  a  total 
system,  except  when  it  belongs  to  a  group  practice  emphasizing 
health  maintenance. 

Much  competition  among  hospitals  is  unwholesome  and  costly. 

The  city  of  Philadelphia  has  IT  opeii  heart  surgery  units.  For 
quality  of  care  and  economy  of  operation,  four  would  be  adequate. 

Earlier  I  mentioned  that  the  major  advances  in  life  expectancy  in 
the  United  States  over  the  past  TO  years  were  accomplished  primar- 
ily as  the  result  of  public  health  and  preventive  medicine  measures. 

In  the  United  States  we  have  done  very  well  in  instances  where 
the  citizen  has  been  passive,  where  government  or  other  agencies  or 
groups  have  purified  the  water  supply,  disposed  of  sewage  in  a  sani- 
tary fashion,  pasteurized  milk,  developed  vaccines  which  were  ad- 
ministered to  the  citizen,  and  improved  nutrition  and  housing. 
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"V^^iere  we  have  done  poorly  is  where  the  citizen  has  had  to  take 
an  active  and  continuing  role  for  himself,  where  he  must  diet,  not 
just  for  1  day,  but  for  all  of  his  life  so  as  to  avoid  obesity  and  arte- 
riosclerosis ;  where  he  must  exercise  regularly ;  where  he  must  avoid 
smoking  or  drinking,  particularly  drinking  and  driving;  where  he 
must  provide  a  stable  emotional  atmosphere  in  his  home  for  his  chil- 
dren ;  where  he  must  avoid  abusing  drugs. 

Today,  the  diseases  which  both  kill  and  disable  are  largely  chronic 
diseases — diseases  associated  with  our  technologic  society — if  we  ex- 
clude the  diseases  of  old  age. 

No  reform  of  the  health  care  delivery  system  is  going  to  change 
societal  attitudes  and  action.  It  will  be  necessary  for  society  to  un- 
dertake significant  health  education  programs  for  all  of  our  citizens, 
young  and  old  alike,  if  we  are  to  make  inroads  against  these  new 
diseases  of  technology. 

In  the  field  of  health  education  for  the  citizen,  there  is  not  only 
no  competition,  but  there  is  apathy. 

Would  competition  be  valuable?  Certainly.  Particularly  if  we 
could  and  would  evaluate  the  results  of  our  attempts  at  health  edu- 
cation for  our  citizens. 

I  began  a  4-year  campaign  for  more  health  education  for  our  citi- 
zens soon  after  I  became  Surgeon  General  in  1969,  but  the  results 
are  very,  very  slow  in  developing. 

True,  we  had  a  Presidential  Commission  on  Health  Education,  but 
its  recommendations  have  been  largely  ignored. 

It  is  true,  the  AMA  has  recently  undertaken  a  TV  series  on  health 
education,  as  have  the  producers  of  "Sesame  Street." 

But  by  and  large,  individual  physicians,  hospitals,  insurance  com- 
panies, pharmaceutical  companies,  are  doing  very  little  in  terms  of 
what  the  problem  requires. 

The  actions  on  smoking,  alcohol  abuse,  diet,  exercise,  careless  driv- 
ing, are  all  dismally  short  of  what  the  problems  require. 

Competition  in  this  field  is  clearly  in  the  public  interest,  and  an 
appropriate  role  for  Government  is  both  to  stimulate  and  provide 
such  health  information  to  our  citizens. 

As  possible  actions,  government  might  require  health  education 
programs  as  one  condition  for  Federal  funding  to  elementary  and 
secondary  schools,  as  a  public  service  in  the  licensing  of  television 
and  radio  stations  by  the  FCC,  or  as  a  requirement  in  the  State 
or  Federal  licensing  of  pharmacists — who  have  much  more  frequent 
contact  with  our  citizens  than  other  health  professionals — or  as  part 
of  the  health  insurance  standards  program  mandated  by  Federal  or 
State  governments,  or  in  the  accreditation  of  hospitals,  nursing 
homes,  extended-care  homes,  and  the  like. 

Opportunities  for  competition  in  this  field  are  enormous. 

Competition  could  also  occur  between  voluntary  and  public  health 
agencies  as  well  as  the  other  groups  I  have  just  described. 

Physicians  generally  have  done  a  poor  job  of  health  education  for 
their  patients,  but  it  may  be  because  their  training  is  primarily  in 
the  diagnosis  and  treatment  of  illness,  rather  than  in  the  mainte- 
nance of  health  and  prevention  of  disease. 
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Moreover,  our  citizens  need  education  in  how  to  enter  and  utilize 
the  health  care  system. 

In  its  present  unorganized  form,  the  American  citizen  desperately 
needs  help  in  entering  the  system  at  an  appropriate  point  in  time. 

Since  recent  statistics  show  that  one  out  of  four  American  fami- 
lies moves  each  year,  the  problem  takes  on  an  added  dimension  of 
urgency. 

Provision  of  additional  dollars  for  the  health  care  system  without 
provision  for  a  system  of  health  education  is  to  miss  a  great  oppor- 
tunity. 

During  these  hearings  this  subcommittee  would  like  to  know  how 
competition,  or  the  lack  thereof,  affects  the  quality  and  cost  of 
health  care  services,  and  whether  or  not  the  passage  of  additional 
governmontally  provided  insurance  will  improve  performance  from 
a  competitive  nonplanned  system ;  or  whether  the  competitive  system 
should  be  restructured  and  the  competition  maintained  by  antitrust 
laws;  or  whether  better  performance  might  be  achieved  by  a 
planned,  noncompetitive,  regulated  system. 

Of  course,  still  another  alternative  would  be  some  mixture  of  the 
foregoing  elements. 

I  believe  in  competition  to  improve  efficiency  and  to  contain  costs. 

I  believe  Government  has  an  additional  role  to  ensure  equity  of 
access  through  resource  allocation  and  distribution,  through  capacity 
building— that  is,  the  training  of  physicians  and  helping  build  insti- 
tutions— through  the  preemption  of  certain  archiac  State  laws  pre- 
venting competition  in  the  name  of  quality,  through  development  of 
a  national  health  policy  and  priorities,  through  creation  of  a  depart- 
ment of  health,  and  through  support  of  medical  research,  medical 
education,  and  health  education  for  our  citizens. 

Thus,  I  believe  in  a  mixed  system,  which  embodies  a  restructured 
competitive  complex,  planned  and  regulated  by  consumers,  provi- 
ders, and  Government. 

That  is  the  end  of  my  statement.  Mr.  Chairman.  I  am  sorry  for 
skipping  around,  but  I  think  I  wrote  too  long  a  statement  for  the 
morning. 

Senator  Hart.  Thank  you,  Doctor. 

The  statement  is,  I  think,  very  helpful,  giving  us  a  basic  starting 
point  for  those  of  us  who  are  really  not  familiar  with  the  subject 
matter,  as  would  be  Senator  Kennedy  if  he  were  here. 

You  talk  about  competition,  or  its  absence  in  hospitals,  medical 
schools,  and  elsewhere,  but  you  don't  speak  about  competition  for 
dollars  between  the  several  Federal  bureaucracies. 

Now,  you  have  had  exposure  and  experience  as  Surgeon  General 
of  the  Government.  "VAHiat  comment  can  you  make  on  the  influence 
and  the  effect  of  the  several  agencies  in  Government  which  have  a 
role  in  health  education,  as  they  scramble  for  handhold  on  next 
year's  budget  ? 

Dr.  Steinfeld.  Mr.  Chairman,  that,  I  think,  is  an  important 
point.  It  seems  to  me  that  wit?iout  a  national  health  policy  we  do 
have  various  bureaucracies  trying  to  do  their  own  special  thing, 
pursuing  categorical  programs,  sometimes  at  the  expense  of  what 
would  be  a  higher  priority. 


14 

We  may  be  spending  billions  of  dollars  on  treating  end-stage  dis- 
ease, and  not  spending  money  on  nutrition  or  family  planning,  or 
preventive  services — immunization  is  one  area,  preventive  eye  care 
and  dental  care  for  children — which  would  have  a  far  greater  effect 
on  the  health  of  our  society. 

I  think  unless  we  do  have  a  national  health  plan,  a  program  with 
definite  priorities,  a  restructured  Federal  health  apparatus  with  a 
department  of  health,  we  are  going  to  continue  to  see  this  fragmen- 
tation of  this  competition  with  the  result  not  being  in  the  best  inter- 
ests of  the  American  citizen. 

Senator  Hart.  Now,  this  question  I  will  put  so  that  it  includes  the 
conclusion.  The  pollsters  tell  us  that  the  American  citizen  continues 
to  have  great  faith  and  respect  for  the  physician,  but  a  somewhat 
less-favorable  attitude  toward  what  is  labeled  "organized  medicine." 

The  impression — and  this  is  the  conclusion  I  state  without  accept- 
ing it  necessarily — is  that  progressive  measures  to  improve  the  deliv- 
ery of  health  care  over  long  years  almost  automatically  have  been 
opposed  by  "organized  medicine." 

What  is  your  experience  ? 

Dr.  Steixfeld.  Oh,  I  think  that  is  true,  I  think  the  average  citi- 
zen does  feel  very,  very  warmly  toward  his  personal  physician,  and 
not  so  warmly  toward  the  system  as  a  whole.  And  my  experience  is 
that  when  physicians  get  together,  they  tend  to  transfer  into  their  so- 
cial actions  the  behavioral  patterns  they  have  learned  professionally. 

I  think  physicians  generally  are  a  conservative  group,  and  they 
ought  to  be.  If  they  accepted  every  new  treatment  measure  or  diag- 
ncjstic  measure  they  would  be  purveying  a  lot  of  quack  remedies,  and 
I  think  harming  their  patients.  So,  they  generally  are  conservative 
in  their  approach  to  patients,  and  they  carry  over  this  conservatism, 
I  think,  into  the  social  field. 

Why  this  is  so,  I  can't  be  certain.  T  don't  believe  organized  medi- 
cine speaks  for  every  physician.  Physicians  are  as  widely  varying  as 
any  other  group.  Certainly,  I  don't  speak  for  the  Mayo  Clinic. 
There  are  over  550  full-time  staff  physicians  there,  and  I  think  each 
one  has  a  different  idea  about  how  scieiice  and  medicine  ought  to 
proceed.  But  when  groups  get  together  they  must  come  to  some  con- 
clusion, and  organized  medicine  has  been  extremely  conservative. 

Senator  PIart.  I  will  ask  what  help,  if  any,  organized  medicine 
gave  you.  I  will  include  also  what  help  Congress  or  any  Government 
agency  gave  you  when,  as  Surgeon  General,  you  were  speaking  out 
in  just  as  strong  terms  as  you  did  in  your  pi'epared  testimony  about 
the  need  for  additional  information  and  education  in  respect  to  exer- 
cising, didnking,  smoking,  and  so  on^  What  help  did  organized  med- 
icine give  you?  What  was  our  attitude  here  in  the  Congress.  What 
about  HEW? 

Dr.  Steinfeld.  I  .think,  generally,  the  attitude  has  been  suppor- 
tive; although,  as  I  indicated,  not  a  great  deal  has  happened,  and  it 
may  be— one  of  the  things.  Senator  Hart,  that  bothered  me  was  that 
in  all  of  the  programs  in  the  Office  of  Education  there  was  not  a 
single  program  on  health  education,  that  health  was  being  taught  to 
our  students  by  the  athletic  coach,  usually  in  his  spare  time,  and  he 
might  not  really  have  a  very  good  idea  about  how  to  teach  health 
education. 
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We  have  or  had — maybe  there  are  some  now — no  programs  on  the 
evaluation  of  health  information,  and  there  is  a  distinction  I  would 
make  between  health  education,  which  is  information  which  a  per- 
son has  and  which  he  acts  upon,  from  information  which  just  goes 
out  and  passes  through  him. 

So,  I  think  that  all  of  the  groups  in  society,  although  supportive, 
have  really  not  taken  any  action.  We  have  not  really  gotten  a  kind 
of  lobbying  group,  say,  as  we  have  in  many  other  areas,  to  push  pre- 
ventive medicine,  public  health,  and  particularly  action  to  change 
our  social  values. 

I  am  not  sure  that  I  answered  that  very  w^ell,  but  I  think  we've 
had  general  support,  but  not  a  great  deal  of  progress. 

Senator  Hart.  Now,  several  questions  really  bear  on  one  point.  We, 
in  Congress,  appear  to  operate  on  the  assumption  that  by  increasing 
money — and  at  the  moment  increasing  money  means  providing  more 
insurance  dollars — we  will  increase  our  access  to  medical  care  im- 
provements. We  have  included  in  our  suggestions  the  catastrophic 
health  insurance. 

Now,  I  get  the  feeling  from  your  testimony  that  j^our  counsel  is 
that  we  are  not  really  headed  in  the  direction  of  ])roviding  better 
health  care  by  pumping  more  money  into  insurance  health  channels : 
is  that  right  ? 

Dr.  Steinfeld.  Yes;  I  think  health  programs  generally  are  desira- 
ble and  will  do  some  good.  The  question  really  is,  is  this  of  sufficient 
priority,  or  what  is  the  order  in  which  we  should  do  things?  And  it 
seems  to  me  that  pouring  additioiuil  third-party  dollars  into  the  sys- 
tem without  a  restructured  system — without  making  certain  that  the 
resources  are  tliei-e  to  utilize  the  dollars,  both  efficiently  and  to  im- 
prove quality  of  care,  to  emphasize  preventive  medicine,  the  early 
detection  of  disease,  or  prevention  of  disease — is  really  not  in  the 
best  interest  of  the  people. 

It  seems  to  me  that  we  do  need  a  national  h.ealth  policy  in  order 
to  go  about  things  in  an  orderly  fashion,  to  make  certain  that  the 
resources  are  aA'ailable  before  we  begin  chasing  them  with  additional 
dollars. 

It  would  seem  to  me  that  simply  passing  bills  which  put  a  lot 
more  dollars  into  the  system  will  solidify  it  in  place  and  will  make 
it  much  more  difficult  to  change  in  the  future. 

So  that,  ideally,  where  I  think  we  ought  to  proceed  would  be  to 
lay  out  a  national  health  plan  and  policy  and  set  up  priorities  in 
terms  of  trying  to  establish  or  get  trained  the  numbers  of  physicians 
that  we  need — and  with  inducements  to  practice  where  they  ought  to 
be — and  try  to  relate  this  various  complex  system  in  a  much  more 
meaningful  and  coherent  fashion. 

Senator  Hart.  How  do  vou  react  to  the  argument  that  it  would  be 
great  to  have  a  national  health  system  logically  planned,  the  kind  of 
thing  you  are  urging  us  to  do,  but  that  whether  it  is  the  fallibility 
of  man,  or  the  system  or  whatever,  we  never  do  that  unless  we  are 
driven  to  it.  The  way  to  drive  us  to  it  is  to  get  more  money  out,  and 
then  people  would  come  up  with  suggestions  for  reorganizing.  Then 
we  will  discover  that  they  can't  get  the  service,  and  as  a  consequence, 
the  uproar  and  outrage  will  compel  us  to  do  Avhat  we  should  have 
done  in  the  first  place. 
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Dr.  Steinfeld.  Mr.  Chairman,  that  may  be  exactly  what  happens. 
It  would  seem  though  that  with  all  of  the  people  who  are  concerned 
about  the  problem,  and  with  all  of  the  knowledge  we  have,  and  the 
experience  of  a  number  of  other  industrialized  nations,  that  I  think 
we  probably  can  do  better.  I  think  we  could,  through  the  Congress, 
have  a  national  group  to  develop  health  policy  with  a  series  of  alter- 
natives that  would  be  available  from  one  administration  to  the  next, 
and  to  move  in  a  very  careful  but  planned  way  into  a  better  system. 

It  seems  to  me  that  that  is  possible,  and  I  would  hope  we  would 
do  it  that  way,  rather  than  through  overloading  the  system  so  that 
it  breaks  down  and  our  citizens  absolutely  demand  the  total  restruc- 
turing. That  would  be  unfortunate,  but  that  may  be  what  ultimately 
develops. 

Senator  Hart.  Senator  Hruska. 

Senator  Hruska.  Your  statement  is  very  helpful  to  serve  as  a 
foundation  for  some  of  the  things  we  will  inquire  into,  Doctor. 

I  have  given  some  thought  as  to  the  suitability  of  this  committee 
to  inquire  into  this  subject,  with  all  due  deference  to  the  chairman 
and  the  staff  of  the  committee. 

Only  last  week  the  Supreme  Court  was  heard  to  say  that  in  one 
area,  involving  a  profession,  there  is  no  applicability  of  the  antitrust 
laws. 

This  subcommittee  of  ours  is  an  antitrust  and  monopoly  subcom- 
mittee, but  with  reference  to  lawyers,  it  was  said  that  is  a  profes- 
sion, the  Antitrust  Act  has  to  do  with  business,  commerce,  and  some- 
thing else.  At  any  rate,  they  interpreted  it  so  that  it  did  not  apply 
to  a  profession. 

That  does  not  mean  you  are  not  welcome  here.  It  doesn't  mean  we 
will  not  proceed  with  the  inquiry  into  the  subject.  But  I  just  wonder 
how  we  can  help. 

Now.  some  of  the  questions  I  am  going  to  ask  you  will  bear  on 
that  point.  How  can  we  help  by  taking  a  step  having  to  do  with  re- 
straint of  trade  and  the  behavior  of  business  and  commerce  and  so 
on,  and  apply  that  kind  of  a  law  to  a  physician  and  surgeon,  a  car- 
diologist, a  dental  man,  a  superintendent  of  a  hospital. 

^^Tiat  do  you  think? 

Dr.  Steiistfeld.  Well,  that  was  a  question  that  occurred  to  me 
when  I  first  was  invited  to  testify.  But  I  would  add  that  during  the 
time  I  was  in  HEW,  and  I  had  a  fair  amount  of  contact  with  a 
number  of  the  lawyers  in  HEW  during  the  last  administration,  it 
turned  out  that  there  are  a  number  of  laws,  many  laws,  affecting 
medicine,  some  of  which  prohibit  allied  health  professionals  from 
performing  certain  functions  for  which  a  physician  is  very  much 
overtrained. 

Physicians  spend,  depending  upon  who  does  the  study,  between  50 
and  00  percent  of  their  time  doing  things  for  which  they  have  far 
too  much  training.  I  think  this  inflates  the  cost  of  medical  care  in 
our  system. 

So,  there  are  State  laws  that  do  this. 

There  are  other  laws  that  prohibit  forms  of  group  practice,  and  it 
seems  to  me  that  they  are  left  over  from  the  days  when  each  physi- 
can  could  take  care  of  all  of  the  needs  of  his  patient.  Medicine  has 
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become  so  complex  now  that  for  many  of  the  diseases  such  as  cancer 
and  heart  disease,  and  some  of  the  metabolic  disturbances,  one  needs 
a  variety  of  physicans  and  surgeons. 

I  think  where  there  are  laws  which  inhibit  the  proper  develop- 
ment of  the  medical  system  there  is  certainly  a  role  for  Government 
in  tenns  of  trying  to  change  those  laws,  and  I  guess  the  other  aspect 
of  the  question  would  be,  Are  there  laws  or  could  there  be  laws 
which  would  stimulate  the  system  to  reform  itself,  which  would 
make  it  easier  to  get  the  kind  of  system  we  would  like  to  have  in  5 
or  10  years.  To  that  extent  there  is  a  real  role  for  careful  review  of 
existing  Federal  and  State  laws. 

Senator  Hruska.  Of  course,  those  laws  to  which  you  refer  are  not 
antitrust  laws ;  are  they  ? 

Dr.  Steixfeld.  I  don't  know.  Senator  Hruska.  I  doubt  it. 

Senator  Hruska.  In  the  field  of  public  health,  and  in  the  field  of 
science,  and  so  on. 

Dr.  Steinfeld.  Many  of  them,  I  think,  relate  to  State  licensing 
and  the  corporate  practice  of  medicine. 

Senator  Hruska.  And,  of  course,  under  Hill-Burton  we  cannot 
build  hospitals  any  place  we  want  to.  They  say  you  will  build  here, 
or  you  will  build  here,  even  within  a  city,  let  alone  within  a  State. 

Now,  that  is  what  we  call  carving  up  the  market  in  antitrust  law. 
It  is  a  cartel,  it  is  a  restraint  of  trade,  because  they  tell  you  where 
you  can  put  your  plant  to  do  business,  whether  it  is  a  profit-  or 
nonprofit-making  venture. 

So,  I  think  we  ought  to  bear  that  in  mind,  because  this  committee 
has  not  a  great  deal  of  expertise — this  member  of  the  committee 
doesn't.  Perhaps  other  members  of  the  committee  serve  on  the  Labor 
and  Public  Welfare  Committee,  or  perhaps  they  serve  on  the  HEW 
appropriations  where  they  approach  the  problem  only  from  the 
standpoint  of  federally  funded  projects.  Of  course  they  are  biased  in 
a  way,  although  I  do  think  that  they  get  a  perspective  and  an  over- 
all knowledge  of  what  is  needed. 

But  just  how  much  we  can  call  this  an  antitrust  exercise,  I  am  un- 
informed. 

Reference  is  made  in  your  statement  to  the  fact  that  the  United 
States  is  not  foremost  among  industrialized  nations  in  terms  of  life 
expectancy,  as,  for  example,  is  Sweden. 

So  often  reference  is  made  to  a  particular  town  or  a  particular 
country.  I  don't  know  what  part  this  plays  in  our  efforts  in  Amer- 
ica. 

Certainly  we  should  try  to  make  every  effort  to  improve  every- 
where, in  every  aspect  of  our  individual  or  national  lives. 

But  when  Sweden  is  mentioned,  it  is  a  country  of  173,000  square 
miles,  and  much  of  which  is  wasteland.  My  home  State  of  Nebraska 
has  77.000  square  miles,  and  only  a  million  and  a  half  people. 

Now,  a  million  and  a  half  of  Sweden's  8  million  population — and 
that  is  all  they  have ;  they  have  less  population  than  the  city  of  New 
York^lives  in  three  cities. 

Their  population,  of  course,  is  less  than  one  half  of  what  the  sin- 
gle State  of  California  has. 

There  are  areas  in  my  State  where  the  life  expectancy  is  supposed 
to  be  the  highest  within  the  United  States,  right  around  Red  Cloud, 
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Hebron,  and  Superior,  Nebr.  They  have  been  written  up  in  medical 
journals,  in  the  literature. 

I  mentioned  that  just  so  that  we  won't  get  too  big  an  inferiority 
complex  in  our  national  progress  in  the  field  of  medicine  and  sci- 
ence. 

Do  you  think  there  is  something  to  that  law  ? 

Dr.  Steinfeld.  Well,  I  think  you  are  right.  If  one  looks  at  sub- 
groups in  our  society,  without  question  there  are  subgroups  that  have 
a  longer  life  expectanc}',  or  a  morbidity  rate  for  many  diseases  which 
are  equivalent  to  those  of  other  nations,  and  w^e  are  a  very  large  Na- 
tion, 210  million  people. 

But  it  seems  to  me  that  we  spend  a  greater  part  of  our  gross  na- 
tional product,  more  money,  on  health  than  any  other  nation,  even 
taking  into  account  inflation  and  comparison  of  currencies. 

Senator  Hrdska.  Because  we  are  third  or  fourth,  Ave  are  trying 
harder ;  is  that  it  ? 

Dr.  Steinfeld.  The  question,  it  seems  to  me,  is,  can  we  do  a  better 
job?  I  think  we  can.  There  was  a  time  when  the  United  States  was 
first  in  the  world  in  many  of  these  indices,  and  it  seems  to  me  that 
time  can  come  again  if  we  arrange  our  system  and  our  priorities  to 
emphasize  the  kinds  of  things  that  will  provide  this  increase  in 
health  and  life. 

Senator  Hruska.  You  point  out  that  the  U.S.  health  scene  is  frag- 
mented. What  is  the  antithesis  of  that?  How  will  it  be  overcome? 
that  is  really  the  subject  of  our  inquiry,  isn't  it;  to  unify,  to  im- 
prove it?  But  will  that  be  achieved  by  regimentation,  regulation,  or 
closely  supervised,  autocratically  imposed  disciplines  and  procedures 
decided  on  high  in  the  District  of  Columbia  and  disseminated 
throughout  the  land,  or  a  blueprint  that  put  in  the  hands  of  people, 
maybe  who  have  never  been  west  of  Buffalo,  N.Y.,  and  who  will  un- 
dertake to  respond  to  the  sand  hills  in  Nebraska,  or  the  mountains 
of  Idaho. 

We  have  difficulties,  don't  we,  when  we  come  down  to  the  idea  of 
overcoming  that  fragmentation  ? 

Dr.  SiErxFELD.  I  think  we  do.  But  it  seems  to  me  that  we  have 
been  able  to  do  so  many  things  that  this  is  one  that  we  ought  to  be 
able  to  do  as  well. 

I  think  what  we  want,  or  I  believe  we  want,  competition  in  the 
health  care  field,  but  we  want  it  in  a  way  which  will  be  constructive 
rather  than  destructive. 

It  seems  to  me  if  we  can  have  the  right  kinds  of  physicians,  in  the 
right  kinds  of  places,  relating  to  each  other  in  a  way  that  we  know 
has  worked,  either  in  this  country  or  elsewhere,  we  will  be  far  ahead 
of  the  game;  and  I  tliink  we  can  do  that.  It  may  not  take  legislation 
so  much  as  concerted  action  or  incentives  for  medical  schools  or  var- 
ious other  groups,  incentives  built  into  the  legislation  which  Con- 
gress may  pass. 

So,  it  seems  to  me  we  can  maintain  a  competitive  system,  but  we 
can  improve  it  a  great  deal. 

Senator  Hruska.  A  friend  of  mind  was  born  in  Sweden.  Many 
years  ago  he  ran  away  from  home,  when  he  was  1(),  and  came  to  Ne- 
braska and  wound  up  as  the  owner  of  the  Omaha  Sunline  Steel  Co. 


19 

He  went  back  to  Sweden  and  found  liis  brother  running  a  little 
butter  and  egg  and  cheese  store  in  the  old  family  neighborhood 
there,  and  it  was  dingy.  It  had  very  few  lights,  these  fixtures  were 
old,  probably  100  years  old.  The  sidewalk  in  front  wasn't  in  a  good 
state  of  repair,  the  windows  were  small. 

So  he  told  his  brother,  ''You  are  not  a  very  good  businessman. 
What  you  ought  to  do  is  rebuild  this  place,  put  neon  lights  out  there 
and  attract  trade  in  here,  and  put  in  a  few  loss  leaders,"  and  so  on. 

And  his  brother  heard  him  out.  Then  he  shook  his  head  and  he 
said,  "It  won't  work.  Where  would  I  get  the  merchandise." 

"Wliat  do  you  mean,  where  are  you  going  to  get  the  merchan- 
dise?" 

"Well,  I  get  only  so  many  crates  of  eggs,  I  get  only  so  many 
pounds  of  cottage  cheese,  I  get  only  so  many  bricks  of  the  hard 
cheese.  That  is  all  I  can  sell.  The  gov^ernment  tells  me  how  much  I 
can  sell,  and  I  serve  only  this  neighborhood  here." 

In  this  country,  wo  didn't  quite  do  it  that  way,  did  we?  We  got 
into  the  field  of  the  big  giants,  into  the  hands  of  the  merciless  super- 
markets that  tell  us  what  we  can  buy  and  w^iat  we  can't  buy,  and 
the  "mama  and  pappa"  store,  that  went  out  of  business. 

I  don't  know  that  there  is  any  parallel  there,  but  the  food  stores 
say  they  make  a  penny  or  a  fraction  of  a  penny  over  1  penny  for 
every  dollar's  worth  of  groceries  they  sell,  and  yet  there  are  people 
who  say  you  are  charging  too  much. 

Now,  I  don't  know  if  there  is  any  parallel  there,  but  if  we  go  into 
the  business  of  having  the  Government  say  how  many  patients  you 
are  going  to  have,  what  kind,  where  the  hospitals  will  be,  how  they 
will  run,  and  have  the  PSRO  come  in  there  and  tell  you  just  what 
you  should  have  done  and  what  you  shouldn't  have  done,  are  we 
headed  for  trouble  ? 

Dr.  Steixfeld.  Well,  I  think  if  the  Government  does  that  we 
probably  are.  It  seems  to  me  if  the  Government,  on  the  other  hand, 
sets  up  or  stimulates  schools  and  medical  groups  to  organize 
efficiently  and  in  a  way  which  is  in  the  patient's  interest,  that  we 
may  have  a  much  better  system  and  a  much  healthier  population. 

I  think  it  is  probably  not  all  or  none,  and  it  seems  to  me  that 
whether  the  citizen  likes  it  or  not  the  Government  has  taken  a  larger 
and  larger  role  in  the  health  scene  over  the  last  25  years. 

It  seems  to  me,  also,  that  from  the  number  of  bills  before  the  Con- 
gress regarding  health,  that  the  Government  is  going  to  continue  to 
take  a  larger  and  larger  role,  and  the  challenge  is  to  make  certain 
that  the  role  it  does  undertake  will  be  a  helpful  one,  rather  than 
one  which  creates  more  problems. 

I  think  we  are  both  saying  the  same  thing,  Senator  Hruska. 

Senator  IIruska.  Well,  thank  you,  Mr.  Witness,  and  thank  you, 
Mr.  Chairman,  for  your  courtesy  in  recognizing  me. 

I  will  ask  to  be  excused  now.  Other  official  business  of  the  judici- 
ary calls. 

Senator  Hart.  We  will  have  the  record  note  that. 

]Mr.  Sharp  ? 

]yir.  Sharp.  Thank  you.  Senator. 

Dr.  Steinfeid,  in  your  prepared  statement  you  emphasize  that  "the 
mechanism  for  payment  largely  has  organized  the  system." 
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Would  you  further  elaborate  on  that  point,  please  ? 

Dr.  Steixfeld.  Well,  our  system  has  developed  from  a  group  of 
individual  entrepreneurial  phj'sicians  at  a  time  when  they  took  care 
of  patients  on  the  basis  of  a  single  fee  for  service,  and  as  new  medi- 
cal resources,  or  ideas,  or  institutions  developed,  they  similarly  were 
based  on  the  patient  paying  for  a  single  service. 

I  don't  think  we  have  ever  had  a  group  look  at  the  totality  of 
health  care,  of  preventive  medicine,  of  public  health  measures,  of 
health  education  for  the  citizens  in  an  attempt  to  try  to  organize  the 
system  more  efficiently. 

That  is,  if  an  orthopedic  surgeon  is  very  busy  in  a  community 
hospital  and  he  is  a  good  man  and  he  feels  that  he  wants  some  help 
or  wants  to  train  additional  orthopedic  surgeons,  he  sets  up  a  train- 
ing program,  and  a  group  representing  the  board  of  orthopedic  sur- 
geons will  review  that  training  program  to  decide  whether  it  ought 
to  be  approved. 

If  it  is  approved  he  will  train  additional  orthopedic  surgeons.  But 
this  is  irrespective  of  whether  the  country  needs  additional  surgeons 
in  that  subspeciality.  I  think  I  should  point  out  that  the  city  of  San 
Francisco  has  more  neurosurgeons  than  the  entire  United  Kingdom, 
so  that  we  don't  have  any  appropriate  mechanism  for  trying  to  bal- 
ance the  various  kinds  of  subspecialists,  other  than  the  payment 
mechanism,  as  I  indicated  in  my  statement. 

Mr.  Sharp.  Would  it  be  fair  to  suggest,  since  you  do  mention  in 
your  statement,  that  the  Government  paid  38  percent  while  private 
health  insurance  paid  26  percent,  thus  both  are  paying  64  percent  of 
the  personal  health  care  expenditures  in  the  United  States,  which 
today  amount  to  about  $80  billion ;  that  the  mechanism  for  payment 
— the  third-party  payers — are  really  determining  how  health  care  is 
planned  and  organized. 

Dr.  Steinfeld.  No,  I  don't  think  they  are.  I  think  the  system  is 
out  there  and  they  are  providing  funds  for  the  system. 

I  think  the  question  that  Congress  is  looking  at  is  how  to  utilize 
these  funds  in  order  to  make  the  system  more  efficient  and  improve 
the  quality  of  care.  I  think  that  is  the  key  question. 

Mr.  Sharp.  At  recent  national  health  insurance  hearings  before 
Congressman  Mills'  committee,  the  current  president  of  the  Ameri- 
can Medical  Association  stated  April  25  that  "most  of  the  congres- 
sional push  for  health  insurance  is  based  on  the  false  premise  that 
there  is  a  health  care  crisis." 

He  went  on  to  say  that  "more  people  are  receiving  more  and  bet- 
ter medical  care  from  more  and  better  trained  physicians  and  more 
and  better  facilities  than  ever  before  in  history.  These  are  not  the 
elements  of  crisis." 

What  is  your  reaction  to  Dr.  Roth's  statement  ? 

Dr.  Steinfeld.  Well,  first  of  all,  I  think  it  is  true,  and  Senator 
Hruska  mentioned  that  this  is  a  very  large  and  complex  society.  But 
it  is  also  true  that  there  are  40  million  Americans  who  are  not  get- 
ting adequate  care  because  they  don't  have  the  resources  to  enter  the 
system. 

And  it  is  also  true  that  there  is  unnecessary  surgery  going  on  and 
unnecessary  prescribing.  So,  it  depends  on  how  you  look  at  the  situ- 
ation ;  that  is,  is  the  glass  half  full  or  half  empty. 
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There  are  many  people,  because  it  is  a  big  country,  who  are  re- 
ceiving excellent  care,  but  there  are  many  people  who  are  receiving 
not  very  good  care  or  no  care  at  all. 

So  I  think  one  v,^ould  have  to  qualify  that  statement  to  include  all 
of  the  citizens  in  the  country,  and  I  think  it  is  a  reflection  of  what 
Senator  PIruska  indicated  earlier. 

Mr.  Sharp.  Doctor,  what  changes  in  incentives  or  other  mecha- 
nisms would  you  advocate  to  change  the  mix  of  physicians  among 
specialties  ? 

Dr.  Steixfeld.  Well,  one  way  is  what  has  been  done  in  the  United 
Kingdom,  which  is  to  try  to  identify  what  optimally  one  needs  in  a 
society — how  many  neurosurgeons,  how  many  orthopedic  surgeons, 
and  so  fortli — and  then  offer  training  programs  in  the  best  institu- 
tions in  the  country  for  not  many  more  than  the  optimal  number, 
rather  than  simply  having  the  decisions  made  by  that  group  of  spe- 
cialists on  its  own. 

In  this  country  we  not  only  have  excesses  of  certain  specialists, 
but  in  others  we  don't  have  enough.  For  example,  we  have  too  few 
anesthesiologists.  We  have  too  few  child  psychiatrists.  We  have  far 
too  few  radiation  therapists.  And  we  have  far  too  many  surgical 
subspecialists. 

We  could  set  up  a  mechanism,  either  voluntarily  or  through  Gov- 
ernment incentive,  which  would  first  establish  what  the  optimxum 
mix  might  be  and  then  look  at  all  of  the  approved  programs  and 
approve  onlj^  those  in  the  best  institutions  to  achieve  that  number 
which  appears  to  be  optimal. 

Mr.  Sharp.  Do  you  think  that  the  free  market  economy  can  do 
this  today  ? 

Dr.  Steinfeld,  Well,  medicine  as  it  is  practiced,  I  don't  believe  it 
is  quite  a  free  market  economy.  The  physician  determines  many  of 
the  decisions,  rather  than  the  patient. 

If  the  patient  is  ill,  it  is  unlikely  that  he  is  going  to  say,  "No,  I 
don't  want  an  X-ray,"  or  "No,  I  don't  want  you  to  order  that  lab 
test."  He  may  not  even  be  able  to  pronounce  the  laboratory  test. 

So  it  isn't  exactly  a  free  market  economy.  I  think  one  needs  plan- 
ning and  organization  in  this  field  to  a  greater  extent  than  we  have 
had  in  the  past. 

This  doesn't  mean  the  heavy  hand  of  Government  making  all  the 
decisions,  but  it  means  Government  helping  the  system  to  function 
more  efficiently  and  optimally. 

Mr.  Sharp.  Well,  I  guess  that  question  leads  to  the  next  one.  Do 
you  believe  that  the  health  care  industry  can  or  should  function  as  a 
typical  free  enterprise  system?  Can  the  usual  marketplace  forces 
function  within  the  health  care  industry?  This,  of  course,  is  one  of 
the  basic  reasons  for  this  inquiry  and  investigation. 

Dr.  Steinfeld,  Well,  it  seems  to  me  that  Government  has  already 
taken  a  series  of  roles  in  the  health  care  system,  and  it  must,  in 
terms  of  regulations  of  foods,  drugs,  and  devices,  and  in  the  licens- 
ing of  physicians. 

I  think  Government  needs  to  take  additional  roles  which  the  con- 
sumer cannot  take  for  himself.  For  example,  if  a  physician  is  li- 
censed once  after  graduation  from  medical  school  or  licensed  in  a 
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subspecialty,  let's  say  in  1947,  he  may  not  be  nearly  as  qualified 
today. 

We  estimate  that  medical  knowledge  doubles  every  5  years,  but  we 
doirt  recertify  or  relicense,  and  it  seems  to  me  that  maybe  society 
has  a  role  here  to  ensure  that  the  individuals  who  are  practicing  are 
indeed  competent  and  up  to  date. 

So,  I'd  like  to  see  as  much  free  market  and  fi-ee  enterprise  as  pos- 
sible, but  I  would  like  to  see  Government  do  those  things  for  which 
people  ai-e  not  equipped  or  do  not  have  the  authority  to  do  for 
themselves. 

Mr.  Sharp.  If  we  are  going  to  have  a  free  market  economy  to 
some  extent,  at  least  as  far  as  the  medical  care  industry  is  concerned, 
then  in  order  to  maintain  that  economy  you  would  have  to  apply  the 
Federal  antitrust  laws  and  related  laws  to  maintain  it? 

Dr.  Steixfeld.  I  wish  I  had  somebody  from  the  General  Counsel's 
Office,  I  will  be  very  quiet  when  we  talk  about  antitrust  laws. 

Mr.  Sharp.  Fair  enough. 

In  your  testimony  you  suggest  that  competition  be  regulated. 
Xow.  how  would  a  system  like  that  work?  Could  3'ou  give  us  some 
ideas  and  amplify  a  little  on  that? 

Dr.  Stetnfeld.  AVell.  it  seems  to  me  if  we  were  to  set  up  a  system 
which  said  to  the  patient,  "You  can  only  go  to  this  physician,  or 
only  go  to  this  hospital,"  that  this  would  not  be  in  the  public  inter- 
est. 

If  an  individual,  let's  say,  lives  across  the  State  line  from  a  major 
medical  centei*  but,  because  he  is  in  a  different  State,  must  go  180 
miles  in  order  to  enter  a  hospital,  this  again  is  not  in  the  patient's 
interest. 

If  adequate  or  even  excellent  care  is  available  much  closer  to  him, 
but  in  another  State — I  guess  what  I  am  saying  is  that  it  sliould  be 
possible  to  set  up  a  system  which  looks  at  the  consumers'  interests 
I'ather  than  artificial  boundary  lines,  and  ideally,  tliere  would  be  a 
choice,  both  of  physicians  and  of  institutions,  whether  they  are  in  a 
particular  State  or  county,  or  just  whei'ever. 

The  natural  flow  of  medical  care  for  individuals  in  our  country, 
unlike  many  foreign  countries,  is  not  marked  by  State  or  govern- 
mental boundary  lines. 

Mr.  Sharp.  One  of  the  assumptions  of  a  free  market  economy — 
and  you  pointed  it  out  in  your  statement — is  that  tlier-c  be  well- 
informed  consumers  in  order  that  they  can  exercise  intelligent  free- 
dom of  choice. 

Through  the  consumers'  purchases  of  services  or  the  doctors,  if 
you  will,  the  third-party  payers  financing  the  purchasing  of  these 
services,  how  can  tliere  be  a  better  allocation  of  scarce  resources.  Do 
you  think  this  is  workable  in  today's  world,  in  the  real  world  out 
there  ? 

Also,  do  you  think  that  we  can  get  informed  consumers,  and  can 
we  maximize  freedom  of  ch.oice  and  alternative  systems  despite  cer- 
tificate-of-need  laws,  despite  licensure  laws,  and  all  the  otlier  bar- 
riers to  entry  into  the  system  other  than  finance? 

Do  you  think  it  is  realistic  today  ? 

Dr.  Steinfet-d.  Wei],  I  would  liope  that  with  appropriate  new  leg- 
islation  that    it    would    be.    I    think    our    society    is    built    on    the 
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presumption  that  our  citizens,  acting  intelligently  and  cooperatively, 
will  do  the  right  thing  if  tliey  have  the  right  information.  So  I 
would  hope  so. 

I  don't  think  it  is  going  to  be  easy,  because  what  we  are  talking 
about  is  a  balancing  of  governmental  activities  with  private  initia- 
tive; but  I  think  it  is  feasible,  and  I  certainly  hope  that  it  will 
work. 

I  think  we  need  additional  legislation.  There  is  no  question  about 
it. 

Mr.  Sharp.  You  mean  additional  legislation  ? 

Dr.  Steinfeld.  Yes. 

Mr.  Sharp.  Of  course,  if  the  marketplace  is  to  work,  given  the  as- 
sumptions that  we  just  discussed,  one  of  the  barriers  and  restraints 
are  by  organized  groups.  Senator  Hart  already  raised  this,  but  to 
follow  through  on  it,  obviously  attitudes  are  important,  and  since,  as 
you  pointed  out,  the  physician  really  purchases  services  and  the  phy- 
sician has  control  of  the  system  basically,  do  you  see  any  hope  that 
there  can  be  changes  in  attitude  on  the  part  of  organized  medicine? 

Do  you  see  any  hope  for  the  future  ? 

Dr.  Steinfeld.  I  spent  22  years  in  the  field  of  cancer  chemother- 
apy, so  I've  got  to  be  an  optimist,  but  yes,  I  see  hope.  But  I  see  it 
not  necessarily  in  changing  the  minds  of  individuals  who  have  had 
their  ideas  fixed  for  a  number  of  years,  but  rather  I  see  it  in  the  fu- 
ture. 

And  this  is  why  I  emphasize  the  role  of  the  medical  school  and 
university  liospitals.  It  seems  to  me  if  we  evaluate,  and  if  the  medi- 
cal schools  evaluate  their  roles  and  interpret  them  as  I  think  society 
wants  them  to  interpret  them,  that  we  will  have  a  new  generation  of 
physicians  who  will  have  these  very  kinds  of  ideas  in  terms  of  the 
practice  of  medicine,  as  well  as  in  doing  medical  research  and  teach- 
ing. 

Mr.  Sharp.  Thank  joii  very  much.  Doctor. 

Dr.  Steixfeld.  Mr.  Sharp,  thank  you. 

Senator  Hart.  Mr.  Chumbris  ? 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  Just  a  couple  of 
points,  relating  to  the  points  that  Dean  Sharp  was  throwing  at  you, 
Doctor.  I  think  you  stated  it  rather  clearly,  on  pages  16  and*^  17, 
where  you  were  trying  to  talk  about  how  competition  might  be  help- 
ful and  where  an  interference  in  the  marketplace  might" be  helpful, 
if  we  want  to  use  the  term  we  used  in  the  other  hearings  we  have 
had  on  antitrust  over  the  years.  And  you  say  it  must  be  balanced. 

And,  when  you  were  talking  about  balance,  you  were  talking 
about  somebody  inust  be  able  to  drav\'  a  line  so  that  if  you  are  going 
to  curb  competition  to  a  certain  degree,  you  curb  it  so  that  it  would 
come  out  well  rather  than  creating  more  problems. 

Now,  I  notice  from  the  reading  of  the  articles  and  books  and  so 
forth  that  the  Congress  itself  is  reconsidering  what  to  do  about  the 
Hill-Burton  Act.  It  is  running  out  in  June  of  this  year.  It  is  also 
reexamining  the  regional  medical  program,  the  law  that  Congress 
thought  might  be  a  good  thing  to  help  bring  the  appropriate  func- 
tioning of  our  health  care  services,  and  the  Congress  is  also  looking 
into  the  comprehensive  health  planning  law  it  passed  in  1966. 
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All  three  of  those  are  now  pending  before  the  Congress.  There  is 
the  bill  by  Congressman  Eodgers,  H.R.  12053,  and  a  companion  bill 
by  Senator  Kennedy  through  his  Senate  Labor  Committee,  which 
has  a  little  different  version. 

And  you  have  the  administration,  with  its  own  version  of  how 
this  problem  should  be  solved.  We  talk  about  government  interfer- 
ence in  the  marketplace.  We  are  talking  about  a  decision  by  Con- 
gress and  by  the  administration  on  further  legislation  which  we 
hope  comes  out  right. 

It  may  come  out  wrong  as  in  some  of  the  programs  that  haven't 
operated  well  in  the  past.  We  had  some  hearings  on  housing  a  couple 
of  yeare  ago,  with  further  hearings  anticipated. 

I  have  a  picture  and  article  of  a  housing  project  in  St.  Louis  in 
1955,  a  multi-,  multi-million-dollar  program.  Now,  they  have  to  tear 
the  whole  thing  down.  There  must  be  approximately  100  apartment 
structures  in  that  complex. 

One  other  point.  You  mentioned  on  page  5  of  your  paper  that  the 
average  wages  of  the  hospital  employees  almost  quadrupled  from 
1950  to  1973,  while  the  overall  health  spending  has  increased  700 
percent — from  $12  to  $94  billion. 

We  have  had  that  subject  discussed  in  our  earlier  hearings  in  1970 
on  high  hospital  costs;  in  1971,  when  we  had  the  Blue  Cross  people 
before  us;  and  again  in  1972  when  we  had  the  private  insurers  as 
witnesses. 

Senator  Hart's  staff  offered  a  chart  to  show  that  at  one  point  the 
hospital  and  medical  index  was  about  96  and  the  Consumer  Price 
Index  was  98,  using  100  as  the  basis. 

The  Consumer  Price  Index  went  up  to  123  or  125.  The  doctors' 
fees  went  up  to  about  150,  but  the  hospitals  index  went  up  to  258. 

iVnd  the  people  testified  as  to  why.  Because,  as  you  pointed  out,  of 
the  increased  salaries  since  1965.  There  was  no  minimum  wage  in  hos- 
pitals then ;  75  cents  an  hour  for  the  biggest  bulk  of  your  employees 
was  common. 

Nurses  were  getting  low  wages.  Interns  were  getting  room  and 
board  and  $50  a  month.  All  of  that  has  changed. 

And  so,  the  index  did  reach  258.  The  patient  per-dav  cost  went 
from  $46  in  1965  to  $92  in  1970,  and  $97  5  months  later.  I  think  it  is 
at  $108  in  the  Washington  area. 

Those  are  the  factors  that  have  caused  the  tremendous  cost  jumps, 
and  have  caused  State  legislatures  and  Congress  to  look  into  this 
matter. 

I  understand  the  most  recent  statement  shows  that  during  the 
Cost  of  Living  Council  phase  2,  while  the  prices  increased  generally 
3.6  percent,  the  health  care  costs  only  increased  3.4  percent. 

And  under  phase  3,  the  general  prices  increased  9  percent  and 
health  care  costs  only  increased  about  3  percent,  which  meant  that 
health  care  costs  have  leveled  off.  That  was  the  purpose  of  Senator 
Hart's  hearings  in  1970,  1971,  and  1972,  to  see  what  the  doctors,  the 
hospitals,  the  insurance  companies,  the  governments,  the  patients — 
most  of  whom  testified  before  us — could  do  to  see  if  we  could  level 
off  the  high  health  care  costs. 
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And  we  hope  as  we  go  through  these  hearings  that  we  just  don't 
keep  in  mind  one  facet  of  it,  as  Senator  Hruska  so  well  stated,  but 
consider  the  overall  factors,  which  is  what  the  health  committees  of 
the  Senate  and  the  House  and  the  Finance  Committee  and  the 
House  and  Ways  Committee  are  doing. 

Do  you  have  any  comment  on  that  ? 

Dr.  Steinfeld.  Well,  I  think  you  hit  a  number  of  the  points  that 
should  be  emphasized,  without  any  question.  Certainly,  I  am  sure 
that  the  people  representing  the  hospitals  pointed  out  that  these 
began  primarily  as  eleemosynary  institutions — if  I  am  pronouncing 
it  correctly — and  that  people  were  donating  their  services  or  being 
paid  not  at  all. 

The  hospital  now  is  a  modern  industry,  and  the  people  who  work 
in  hospitals  are  getting  living  wages.  I  think  this  is  one  reason  for 
the  rapid  rise  in  cost. 

But  then  there  are  a  number  of  other  reasons.  I  think  insurance 
companies  by  only  paying  for  hospital  care  and  not  outpatient  care 
contributed  to  overutilization  of  expensive  bed-type  care.  The  hospi- 
tals are  now,  I  hope,  moving  to  a  situation  where  there  will  be  dif- 
ferent gradations  of  beds  depending  upon  what  the  individual  needs. 

Some  patients  need  no  more  than  hotel-motel-like  accommodations. 
Others  need  intensive  care,  which  might  be  $500  a  day.  Rut  I,  too, 
am  hopeful  that  we  have  seen  the  end  of  this  rapid  rise  in  cost,  as 
hospital  employees  are  now  making,  I  think,  equivalent  wages  to  the 
rest  of  society  for  comparable  skills  and  work. 

Mr.  Chumbrts.  On  that  last  point,  I  was  talking  to  some  hospital 
administrators  last  week,  in  preparation  for  this  hearing,  and  we 
were  discussing  why  they  keep  a  man  in  the  hospital  at  $G0  per  day 
cost  when  they  can  put  the  patient  in  an  extended  care  of  nursing 
home;  or  in  a  motel,  which  some  hospitals  in  other  cities  are  doing. 

Tliey  haven't  gotten  around  to  that  motel  system  approach  in  this 
area.  But  it  was  pointed  out  that  they  have  patients  that  they  must 
keep  sometimes  weeks  because  of  no  place  to  send  that  patient,  or 
tliere  is  no  family  to  take  the  patient. 

There  are  not  sufficient  extended  care  or  nursing  homes,  et  cetera, 
to  take  the  patient  so  the  person  remains  in  that  hospital  at  that 
high    rate. 

Dr.  Steinfeld.  I  think  that  is  a  point  that  we  really  do  have  to 
address  in  our  society,  and  I  don't  think  we  have  done  a  very  good 
job  of  it. 

Another  one,  I  think,  that  we  haven't  done  a  very  good  job  of 
looking  at  is  where  nobody  seems  to  have  responsibility  for  paying. 
Where  there  is  third-party  payer  and  the  patient  is  ready  to  go 
home — let's  say  a  young  mother  says  to  her  physician,  on  a  Wednes- 
day, "If  you  discharge  me  tomorrow  my  husband  will  have  to  take 
Thursday  and  Friday  off  because  I  am  not  quite  able  to  take  care  of 
the  children,"  and,  therefore,  she  stays  in  until  the  husband  comes 
home  Saturday,  again  at  $100  a  day  paid  for  by  third-party  pay- 
ments. This  does  inflate  the  cost  overall. 

So  that  it  seems  to  me  we  need  education  on  the  part  of  the  pa- 
tient and  the  physicians  as  well.  Also,  we  may  need  another  form  of 
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care,  a  kind  of  home  health  care  which  would  be  far,  far  less  expen- 
sive for  that  women  if  she  had,  say,  a  homemaker  come  in  and  take 
care  of  the  children. 

Such  a  homemaker  might  be  able  to  provide  care  in  several  homes, 
and  it  would  be  far,  far  less  expensive.  But  we  have  not  yet  orga- 
nized our  system  for  that  kind  of  cost  containment  or  efficiency. 

Mr.  Chumbris.  Thank  you,  Dr.  Steinfeld;  and  thank  you,  Mr. 
Chairman. 

Senator  Hart.  Mr.  Granfield  ? 

iMr.  Graxfield.  Just  a  few  short  questions,  Doctor. 

Would  you  agree  that  the  kind  of  indices  used  to  look  at  the 
health  care  system  mobility  rate — that  some  of  these  standard  in- 
dices are  woefully  inadequate  in  judging  the  quality  and  the  compre- 
hensiveness of  any  medical  system? 

I  think  that  this  is  quite  deceiving,  actually. 

Dr.  Steinfeld.  I'm  not  sure  it  is  deceiving.  I  think  one  must  look 
at  the  indices  in  terms  of  what  one  wishes  to  get  out  of  them. 

Ideally,  we  would  be  able  to  measure  the  quality  of  life,  but  I 
don't  think  we  are  able  to  do  that.  If  we  could  we  would  have  a  bet- 
ter idea  of  the  health  of  the  people. 

I  did  mention  in  the  prepared  statement  that  the  major  reasons 
why  individual  patients  consult  physicians  are  not  for  the  life- 
threatening  disordei-s.  They  are  for  much  more  common  disorders; 
but  for  the  person  who  is  sick,  his  illness  is  quite  real. 

I  think  we  have  to  look  at  all  of  these  statistics  in  trying  to  evalu- 
ate the  healthiness  of  the  society,  but  I  think  the  statistics  are  quite 
real. 

Men  in  the  prime  of  life — which,  by  definition  is  my  age;  I  am 
middle  aged — have  a  shorter  life  expectancy  than  in  most  other  in- 
dustrialized countries. 

Now  why  is  this  ?  We  really  don't  know,  but  it  is  probably  related 
to  lifestyle,  smoking  of  the  cigarettes,  the  lack  of  exercise,  the  kind 
of  diet  we  have,  perhaps  the  tension.  It  is  unfortunate,  but  it  is  true 
that  the  most  productive  groups  in  society  do  not  have  the  kind  of 
longevity  which  we  would  like  to  see  for,  again,  oj^timal  forms  of 
living. 

Mr.  Granfield.  I  would  just  like  to  add,  as  a  cui-sory  observation, 
it  seems  to  me  one  of  the  groups  with  the  highest  life  expectancy  in 
the  country  is  the  U.S.  Senators.  I  don't  know  why  that  is,  but  I 
would  expect  that  they,  among  any  group,  are  subject  to  extreme 
pressures  and  tensions. 

Let  me  deal  with  another  topic,  a  very  interesting  topic,  and  criti- 
cal, that  you  raised  in  the  paper.  You  expressed  concern  that  pump- 
ing more  money  into  the  system  alone  is  liable  to  solidify  and 
worsen  the  condition  that  we  currently  find  in  our  medical  industry 
end,  and  that,  for  example,  simply  setting  up  a  massive  national 
health  insurance  program  that  will  pump  massive  amounts  of  funds 
into  the  system  may  not  only  not  help  the  system  but  worsen  the 
difficulties. 

Would  you  care  to  comment  on  that  ? 

Dr.  Steinfeld.  Well,  let  me  say  first  these  are  some  recent  data 
that  also  show  that  the  chief  executives  of  large  corporations  live 
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longer  than  people  who  are  not  chief  executives.  In  the  medical 
schools,  W8  would  call  this  "good  protoplasm"  and  it  may  be  that 
the  reason  Senators  live  longer  is  because  they  were  going  to,  even  if 
they  weren't  Senators.  But  I  don't  know  that  tension  by  itself  causes 
shortening  of  life. 

Perhaps  all  of  the  problems  that  Senators  face  keep  them  young 
and  they  have  to  keep  on  their  toes  all  the  time. 

Regarding  the  putting  of  money  into  the  system,  it  seems  to  me 
that  the  system  does  need  to  be  organized  far  better  than  it  is. 

I  think  we  really  very  much  need  a  national  health  policy  and 
plan  and  priority,  and  as  long  as  we  have — as  Mr.  Chumbris  said 
and  Senator  Hart  earlier — pressure  groups  pushing  for  one  or  an- 
other program  that  can  be  very  expensive  because  the  pressure 
group  interested  in  a  particular  disease  that  may  not  be  of  high 
priority  for  all  of  society.  As  long  as  we  have  that  we  are  not  going 
to  have  an  optimal  system. 

We  are  going  to  really  need  to  look  at  the  totality  of  our  system, 
and  try  to  organize  properly. 

Mr.  GRiV.NFiELD.  Along  this  line,  you  have  indicated  that  you  think 
that  doctors — and  I  have  heard  this  contention  raised  many  times — 
were  not  organized  too  well.  "We  need  them.  We  have  too  many  spe- 
cialists and  not  enough — not  nearly  enough — general  practitioners." 

Recently  I  attended  the  American  Economic  Association  meetings 
in  New  York,  and  they  told  me  that  there  will  be  a  surplus  of  econ- 
omists to  the  year  1985,  at  best,  and  perhaps  to  the  year  1990.  Does 
tills  indicate  to  you  that  perhaps  we  ouglit  to  have  a  regulatory 
board  to  inform  economists  of  the  inappropriateness  of  entering  that 
profession — similarly  with  elementary  school  teachers,  electrical  en- 
gineers, nuclear  physicists,  biochemists,  and  so  forth — all  of  these 
seem  to  be  specialties  in  which  there  are  surplus  numbers  of  profes- 
sionals. 

Dr.  Steinfeld.  I  think  I  indicated  in  the  statement  that  I  thought 
the  system  could  regulate  itself  in  that  regard,  if  it  would. 

^  I  think  physicians  perform,  perhaps,  a  different  function  for  so- 
ciety than  do  economists.  In  fact,  I  am  sure  they  perform  a  different 
function  for  society  than  economists. 

But  we  had  an  excess  of  economists  after  the  1930's  it  seems  to  me, 
too.  Economics  was  an  interesting  and  important  subject  during  the 
Great  Depression,  during  which  we  had  a  deficit  for  awhile,  and 
then  we  had  a  surplus  again,  of  economists. 

But  they  will  regulate  themselves,  it  seems  to  me,  because  they 
won't  be  able  to  get  jobs  and  they  will  be  doing  other  things. 

For  physicians,  we  would  like  to  get,  it  seems  to  me,  in  our  society 
the  right  number,  the  right  place,  and  I  think  physicians  can  get  to- 
gether and  organize  to  do  this. 

They  have  not  in  the  past.  The  question  that  the  Congress  faces  is, 
How  can  you  help  to  get  them  organized  to  do  this  ? 

Mr.  Gkaxfiei.d.  Do  you  think  if  we  had  a  system  in  which  there 
was  more  competition  in  the  health  insurance  industry  that  this 
would  help  alleviate  that  problem  by  more  closely  monitoring  physi- 
cians, the  kind  of  structure  of  expenses,  and  so  forth,  rather  than 
having  Federal  regulations,  because  that  is  what  normally  regulates 
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"private  enterprises;  the  different  incentive  systems  and  rates  of  re- 
turns earned  in  different  specialties. 

Dr.  Steinfeld.  Well,  the  insurance  companies  have  really  not 
•done  this  in  the  past.  They  have  made  a  policy  of  not  getting  be- 
tween physicians  and  their  patients,  and  what  they  have  done  is  act 
simply  as  insurers  and  make  payments,  and  I  think  they  have  prob- 
ably contributed  to  some  extent  to  inflation  in  the  health  care  costs. 

1  think  if  physicians  are  going  to  be  regulated  regarding  quality 
of  care,  physicians  ought  to  do  it.  I  think  they  probably  know  far 
more  about  quality  of  care  than  insurers. 

But  so  far  they  have  not  done  this  to  the  extent  that  I  think  the 
American  public  needs  and  is  beginning  to  demand,  and  it  seems  to 
me  that  we  are,  as  physicans,  going  to  have  to  act  upon  what  society 
wants. 

Mr.  Granfield.  Don't  you  think  that  those  funds  are  revolving  in 
this  area,  the  private  funds  ? 

Dr.  Steinfeld.  Well,  I  really  don't  know.  I  would  say  they 
haven't  done  it  in  the  past,  and  even  at  this  j^oint  physicians  are  argu- 
ing among  themselves  about  the  best  way  to  estimate  quality  of  care. 

The  question  is.  Do  you  use  the  process — that  is,  what  tests  are  or- 
dered— or  do  you  use  the  outcome?  A  person  can  do  everything 
right,  but  be  a  not  very  good  surgeon,  and  he  may  have  done  the 
right  operation,  but  if  the  patient  dies  it  is  not  a  very  good  out^come. 

So,  until  we  have  good  outcome  measures  and  a  lot  of  cooperation — 
again,  perhaps,  with  incentive  from  the  Federal  Government— I 
don't  think  we  are  going  to  get  where  we  want  to  go. 

Mr.  Granfield.  I  am  curious  as  to  why  you  have  so  much  opti- 
mism about  the  potentiality  of  the  Federal  Government  being  able 
to  construct,  maintain,  and  actualize  such  a  system. 

Do  you  know  of  any  other  comparable  Federal  efforts  that  have 
ever  accomplished  this  goal  ? 

Dr.  Steinfeld.  Well,  this  goal  has  never  been  accomplished  in  this 
country,  but  there  certainly  are  countries  which  have  organized 
health  systems,  have  certainly  a  lesser  portion  of  their  GNP  devoted 
to  health,  and  in  which  the  people  would  not  go  back  to  the  system 
they  had  prior  to  the  enactment  of  a  national  form  of  health  care. 

I  think  the  challenge  here — I  don't  think  there  is  any  question 
that  the  Government  is  involved,  the  Federal  Government  is  going 
to  be  more  involved,  in  terms  of  all  the  bills  pending  before  Con- 
gress. 

The  question  is,  really,  how  to  do  it  to  optimize  the  system  and  in 
the  interest  of  the  patient.  I  think  that  is  really  the  problem  that 
you  are  facing. 

I  don't  think  there  is  any  question  that  we  are  going  to  have  more 
Federal  legislation  and  involvement. 

Mr.  Granfield.  You  have  indicated  a  preference  for  increased 
com])etition  in  the  health  care  industry.  Is  it  your  impression  that 
Government  intervention  usually  promotes  or  decreases  competition 
when  it  regulates  an  industry  ? 

Dr.  Steinfeld.  Well,  I  think  it  can  do  either,  depending  upon  the 
form  of  the  legislation. 
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Mr.  Granfield.  Are  you  aware  of  any  efforts  on  the  part  of  the 
Government  in  terms  of  regulation,  where  it  has  ever  promoted  or 
increased  competition  in  an  area  ? 

Dr.  Steinfeld.  Where  it  has  increased  competition  ? 

Mr.  Granfield.  Due  to  regulation. 

Dr.  Steinfeld.  In  the  health  care  industry  ? 

Mr.  Granfield.  In  any  industry. 

Dr.  Steinfeld.  Oh,  yes,  I  think  where  there  have  been  monopolies 
which  were  broken  up  in  the  early  part  of  this  century,  competition 
increased  remarkably.  I  think  that  was  the  beginning  of  the  anti- 
trust laws;  was  it  not?  There  have  been  books  written  on  the  sub- 
ject. 

Mr.  Granfield.  Well,  I  won't  get  into  that,  whether  they  did  or 
not,  but  okay,  that  is  an  antitrust  aspect.  I  was  referring  more  to 
the  kind  of  regulation  you  were  referring  to  in  terms  of  what  kind 
of  physicians  we  should  have,  numbers,  and  so  forth. 

Dr.  Steinfeld.  That  is  speculative.  We  have  not  done  it,  but  it 
seems  to  me  if  we  don't  do  it  we  are  going  to  continue  down  the 
road  we  have  been  going  and  continue  to  have  the  problems  we  have, 
ever  more  exaggerated. 

Mr.  Granfield.  Thank  you,  Mr.  Chairman. 

Senator  Hart.  For  Senator  Kennedy,  Dr.  Caper. 

Dr.  Caper.  I  don't  have  any  questions. 

Senator  Hart.  Well,  you  leave  us  better  informed,  but  still  not  ab- 
solutely confident  that  we  have  come  up  with  the  right  plan.  We 
have  got  to  figure  out  what  we  need. 

Assuming  we  can  do  that,  and  we  figure  out  how  we  get  what  we 
need  in  the  right  place — but  that  is  tough  even  in  a  small  family. 
But  Ave  will  try. 

Dr.  S'l'EiNFELD.  Well,  it  is  a  difficult  problem,  but  I  certainly 
would  enjoy  working  on  it  with  you. 

Tliank  you  very  much.  ]Mr.  Chairman. 

[The  following  was  received  for  the  record.  Testimony  resumes  on 
p.  49.] 
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Prepared  Statement  of  Jesse  L.  Steinfeld,  M.D.,  Rochester,  Minn. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  it  is  a  pleasure  to  be  here 
today  to  discuss  witli  you  tlie  role  of  competition  in  the  health  services  mar- 
ket. My  role  will  be  to  review  the  health  services  industry  :  its  structure,  con- 
duct, and  performance  to  serve  as  background  data  for  these  hearings.  My  in- 
tent is  to  focus  on  three  aspects  of  the  medical  problem — physicians,  hospitals, 
and  health  education — with  pai-ticular  attention  to  the  consumer's  equity  of 
access,  quality  of  care,  efficiency  of  the  system,  and  the  containment  of  costs. 

However,  it  is  not  possilde  to  isolate  one  aspect  of  the  health  apparatus  and 
to  adjust  or  readjust  it  without  affecting,  in  turn,  other  segments.  Both  public 
and  private  policy  decisions,  which  do  not  view  the  apparatus  as  the  complex 
interdependent  whole  that  it  is,  may,  by  their  decision-making,  create  even 
greater  inequities  and  inefficiencies  in  the  system.  The  health  services  sector 
has  developed  from  a  base  comprised  of  individual  entrepreneurial  physicians, 
a  rapidly  evolving,  technologically  complex  hospittal,  and  a  public  health- 
preventative  medicine  complex. 

As  the  health  care  system  now  stands,  built  up  over  the  last  century  by  a 
series  of  individual,  public,  and  private  independent  policy  decisions,  both  com- 
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petitive  aud  noncompetitive  practices  occur  at  all  levels  of  tlie  health  indus- 
tries. In  some  instances,  competition  is  in  the  public  interest — and  other  in- 
stances, competition  is  not  in  the  public  interest.  Recent  congressional  concern 
with  national  health  insurance  raises  questions  as.  to  vphether  additional 
financing  mechanisms  added  into  the  present  system,  by  increasing  consumer 
competition  for  existing  health  services,  needs  to  be  supplemented  by  a 
planned,  restructured  organization  and  delivery  mechanism  to  achieve  optimal 
health  benefits  for  our  citizens.  I  am  not  an  antitrust  lawyer,  obviously,  but  I 
believe  you  are  adding  a  significant  element  to  the  dialog  on  national  health 
policy,  Mr.  Chairman,  by  raising  the  critical  issue  of  whether  any  program  of 
national  health  insurance  can  succeed  without  attention  to  those  factors  which 
influence  the  kinds  and  qualities  of  physicians  and  other  medical  resources  on 
the  supply  side  of  the  equation.  My  statement  today  is  presented  as  that  of  a 
private  citizen  and  not  as  a  representative  of  any  institution  or  group. 

As  background,  I  should  like  to  review  briefly  a  few  aspects  of  the  health 
care  complex  in  the  United  States. 

SELECTED  HEALTH   STATISTICS 

For  a  child  born  in  the  United  States  in  1900,  life  expectancy  was  47  years. 
A  child  born  in  the  United  States  in  1970  could  expect  to  live  71  years.  Deliv- 
ery of  personal  health  services  was  not  the  major  factor  in  this  remarkable  in- 
crease in  longevity.  Rather,  it  was  largely  the  result  of  medical  research,  pub- 
lic health  measures,  purification  of  water  supplies,  immunizations,  improved 
nutrition,  increased  urban  and  rural  sanitation  measures,  and  improved  hous- 
ing. 

Despite  the  advances  of  the  last  75  years,  the  United  States  is  not  foremost 
among  industrialized  nations  in  terms  of  life  expectancy.  For  example,  men  in 
Sweden  live  five  years  longer  than  men  in  this  country.  In  fact,  the  United 
States  ranks  27th  in  male  life  expectancy  and  12th  in  female  life  expectancy 
in  the  modern  world.  The  United  States  ranks  14th  in  infant  mortality  and 
10th  in  maternal  mortality.  A  further  breakdown  reveals  that  nonwhite  infant 
mortality  is  almost  twice  that  of  the  white  population  while  nonwhite  mater- 
nal mortality  is  about  400%  of  white  maternal  mortality. 

Heart  disease  and  cancer — the  number  one  and  number  two  causes  of  death 
in  the  United  States — are  both  increased  in  cigarette  smokers.  Clearly,  more 
than  delivery  of  personal  health  care  services  will  be  necessary  to  improve  the 
health  of  the  American  people.  If  we  want  to  improve  our  health  status,  we 
must  change  our  life  style,  our  societal  attitudes  and  actions  regarding  diet, 
exercise,  smoking,  drinking,  driving  at  excessive  speeds,  and  the  like. 

Death  rates  are  one  significant  measure  of  the  health  status  of  the  people, 
but  sickness  and  disability  and  limitation  of  activity  relate  more  closely  to  the 
use  of  personal  health  services.  In  numbers  of  days  causing  limitation  of  activ- 
ity, persons  with  musculoskeletal  (arthritis  and  rheumatism)  impairments 
rank  first.  As  a  cause  of  hospital  admissions,  digestive  disturbances  rank  first 
Moreover,  the  common  cold  and  upper  respiratory  infections  rank  first  in  caus- 
ing numbers  of  days  in  bed  at  home  per  citizen.  Perhaps  a  more  obvious  meas- 
ure of  physician  and  health  care  utilization  is  total  number  of  days  of  hospi- 
talization. And  in  this  category,  accidents,  such  as  fractures  and  dislocations, 
rank  just  behind  heart  disease  and  cause  more  than  double  the  number  of 
days  of  hospitalization  for  cancer  victims.  In  terms  of  physician  visits,  upper 
respiratory  infections,  arthritis  and  rheumatism,  and  minor  psychoneurotic  dis- 
orders far  surpass  physician  visits  for  the  number  one  and  two  killers — heart 
disease  and  cancer.  The  point  to  be  made  is  that  the  great  majority  of  physi- 
cian activities  are  concerned  with  common ;  non-life  threatening  ailments.  The 
average  American's  major  complaint  about  our  health  system  is  his  inability  to 
obtain  prompt,  equitable  access  to  responsive  care  when  he  is  ill. 

With  this  background,  let's  review  the  current  health  scene.  The  healtli  in- 
dustry is  the  third  largest  in  the  United  States,  ranking  just  behind  agricul- 
ture and  the  construction  industry.  Five  percent  of  the  non-military  labor 
force  worked  in  the  health  industry  in  1970.  That  comprised  four-and-a-half 
million  people — an  80%  increase  from  the  two-and-a-half  million  in  the  health 
industry  in  1960.  The  primary  increase  was  in  nurses  and  allied  health  profes- 
sionals, working  in  the  evermore  technologically  complex  modern  hospital.  The 
average  number  of  employees  per  patient  has  increased  from  1.8  in  1950  to  3.1 
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employees  per  patient  in  1972.  Average  wages  per  hospital  employee  have  al- 
most quadrupled  between  1950  and  1973,  while  overall  health  spending  has  in- 
creased 800%  from  twelve  to  ninety-four  billion  dollars  in  that  same  20  year 
period. 

For  all  the  problems,  however,  hospitals  can  and  have  become  profitable  en- 
terprises. Net  income  on  a  patient  day  basis  has  increased  from  29«iJ  in  1950  to 
$2.91  in  1971.  Recently,  non-profit  hospitals  made  $2.63  per  patient  day  while 
for-profit  hospitals  made  $6.43  per  patient  day. 

Beds  in  skilled  nursing  homes  have  tripled  in  the  past  20  years  while  total 
expenditures  increased  from  178  million  dollars  in  1950  to  3,700  million  dollars 
in  1973,  a  20-fold  increase.  Triple  the  beds ;  20  times  the  cost. 

During  this  period,  governmental  expenditures  for  personal  care  services  in- 
creased from  $2  billion  in  1950  to  $30  billion  in  1973.  In  1973,  government  paid 
38  while  private  health  insurance  paid  26%  of  the  nation's  medical  bills. 
There  are  approximately  1,000  commercial  insurance  comimnies  providing 
health  insurance  of  one  kind  or  another  for  134  million  people,  primarily  for 
hospital  care.  Blue  Cross  covers  76  million  people  for  hospital  care  while  Blue 
Shield  covers  68  million  people  for  some  medical  and  surgical  care.  Hundreds 
of  independent  plans  cover  another  11  million  Americans  with  widely  varying 
medical  coverage. 

The  United  States  health  scene  is  fragmented ;  it  is  not  organized  to  provide 
equity  of  access  or  to  contain  costs.  Quality  of  care  depends  on  the  individual 
physician  and  institutional  provider,  rather  than  upon  a  system  which  ensures 
or  attempts  to  guarantee  quality  of  care.  Responsibility  has  not  been  fixed  for 
entering  the  system.  A  patient  may  enter  through  his  family  practitioner, 
through  a  specialist,  through  an  emergency  room  of  a  hospitatl,  through  a 
pharmacist's  recommendation,  through  calling  a  county  medical  association,  or 
through  many  other  mechanisms.  Similarly,  unless  the  patient  belongs  to  a 
group  providing  a  comprehensive  range  of  medical  services,  the  patient  may 
have  to  seek  out  care  from  a  variety  of  sources:  obstetrician,  pediatrician,  in- 
ternist, radiologist,  surgeon,  clinical  laboratory  specialist,  hospital,  emergency 
room,  extended  care  facility,  pharmacist,  and  on  and  on.  Any  he  may  have  to 
travel  to  a  different  location  to  each  specialist  or  for  each  laboratory  test.  The 
patient  pays  not  only  in  money,  but  in  time.  Both  may  be  expensive.  The  sys- 
tem is  not  organized  to  ensure  efficiency,  equity  of  access,  to  monitor  quality 
of  care  or  to  contain  costs.  Each  segment  is  on  a  fee-for-service  basis  and 
must  break  even  or  make  a  profit  and  each  segment  is  organized  on  that  basis. 
The  mechanism  for  payment  largely  has  organized  the  system.  To  repeat,  the 
mechanism  for  payment  largely  has  organized  the  system. 

While  these  liearings  will  cover  many  aspects  of  the  health  care  sector,  I 
will  restrict  my  remarks  to  the  role  of  physicians,  certain  institutional  provi- 
ders or  hospitals,  and  the  role  o2  selected  public  health  measures  in  improving 
the  system. 

PHYSICIANS 

Physicians  in  the  United  States  are  as  dedicated,  conscientious,  and  hard- 
working as  anywhere  in  the  world.  As  a  group  they  seek  the  best  care  for 
their  patients  within  the  system  which  has  trained  them  and  in  which  they 
practice.  Since  each  individual  works  to  the  best  of  his  ability,  he  is  naturally 
reluctant  to  have  his  relationships  with  patients  and  the  other  segments  of  tlie 
health  care  industry  significantly  changed  unless  it  is  obvious  that  the  change 
will  be  for  the  better  for  his  patients,  for  himself,  and  for  the  system.  As  I  re- 
view the  history  of  science,  of  education,  and  of  medical  practice,  I  have 
learned  that  the  most  effective  changes  result  from  a  system  of  education 
which  trains  individuals  for  their  ultimate  roles  in  society.  This  is  important 
because  if,  indeed,  our  society,  through  the  Congress,  wishes  a  structural  reor- 
ganization of  medical  practice,  this  will  have  to  begin  in  the  medical  schools 
and  university  hospitals.  These  will  have  to  be  organized  to  provide  the  kind 
of  training  and  interrelationships  with  allied  health  professionals  and  with  pri- 
mary care  physicians  in  primary  and  secondary  facilities  which  have  clear-cut 
relationships  to  the  tertiary  or  university  hospitals.  If  we  continue  to  train 
physicians  to  practice  subspecialty  medicine  on  an  entrepreneurial  basis,  it 
should  not  surprise  us  that,  indeed,  they  wish  to  practice  subspecialty  medicine 
on  an  entrepreneurial  basis. 
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Medical  schools  today  are  being  asked  by  society  to  do  many  things,  and  a 
number  of  them  are  inconsistent  or  incompatible  with  one  another.  Medical 
schools  are  being  aslved  to  fundamental  and  clinical  biomedical  research,  to 
train  the  specialists  of  tomorrow,  to  make  available  the  complex  modern  tech- 
nologies associated  with  extraordinary  medical  care,  to  get  involved  in  commu- 
nities through  provision  of  primary  medical  services  in  the  immediate  geo- 
graphic area,  to  train  family  physicians  or  primary  care  physicians,  to  train 
allied  health  professionals  in  the  same  setting  as  the  young  physicians  so  that 
they  will  be  able  to  work  together  and  will  know  what  each  other  can  contrib- 
ute to  the  total  health  of  the  community,  to  be  involved  with  health  education 
for  our  citizens,  to  do  research  in  the  organization  and  delivery  of  health  serv- 
ices, and  to  do  all  of  these  at  the  same  time. 

Schools  of  medicine  are  instruments  and  reflections  of  the  societies  in  which 
they  function.  They  physician  of  tomorrow  is  being  educated  in  the  medical 
school  today.  How  he  is  educated  will  be  a  major  factor  in  whether  physicians 
will  lead  or  oppose  society's  attempts  at  modification  of  the  health  system. 

EQUITY  OF  ACCESS 

Traditional  competitive  market  assumptions  require  many  well-informed,  in- 
dependently acting  buyers  and  sellers  as  well  as  free  entry  for  other  buyers 
and  sellers. 

Of  the  55,000  physicians  in  internship  and  residency  training  in  the  United 
States  at  present,  only  about  1^2  fire  in  general  practice  residencies  whereas 
16%  of  the  practicing  physicians  in  this  country  are  in  general  practice.  More- 
over, only  about  35%  of  the  individuals  curi-eiitly  in  training  are  in  primary 
care  specialties,  such  as  intei'nal  medicine,  pediatrics,  family  practice,  and  ob- 
stetrics, and  of  these  perhaps  half  mil  subspecialize  further.  To  have  a  suc- 
cessful health  maintenance  organization,  approximately  55  to  60%  of  the  phy- 
sicians will  have  to  be  primary  care  physicians.  It  is  clear  that  we  are  not 
training  the  kinds  of  physicians  that  we  need.  Thus,  the  current  numl)ers  and 
distribution  of  primary  care  physicians  preclude  a  competitive  market  from 
even  beginning  to  operate.  Without  primary  care  physicians  distributed  geo- 
graphically in  terms  of  national  needs  and  priorities,  eqxiity  of  access  and 
efficiency  are  not  possil)le.  If  super-specialists  investigate  common  diseases  as 
if  they  were  clinical  research  problems,  cost  containment,  similarly,  is  not  pos- 
sible (a  GI  series  and  gastroscopy  to  investigate  vomiting  due  to  a  hangover  is 
an  example).  For  competition  to  be  effective,  planning  and  organization  are  an 
earlier  requirement.  Responsibility  for  the  health  system  and  for  its  component 
parts  must  be  fixed. 

QUALITY  OF  CARE 

In  the  United  States  today  we  certify  specialist  training  programs  in  vacuo, 
not  on  the  basis  of  need.  No  group :  not  government,  not  the  American  Medical 
Association,  not  the  American  Hospital  Association,  not  the  medical  schools,, 
not  state  boards  of  health,  not  any  collection  of  groups  has  yet  set  forth  wliat 
would  be  an  optimal  number  of  each  kind  of  specialist  or  primary  care  pliysi- 
cian  for  each  kind  of  urban,  suburban,  and  rural  area  in  this  country.  If  tlie 
health  sector  cannot  do  this  voluntarily,  government  will.  This  is  one  of  the 
most  significant  areas  which  needs  careful,  critical,  and  immediate  attention  so 
that  within  another  decade  we  can  be  training  the  kinds  of  physicians  we  need 
who  will  practice,  hopefully,  where  they  are  needed. 

An  excess  of  surgeons  leads,  it  is  true,  to  competition  but  that  competition 
may  be  unwholesome.  Some  surgeons  do  too  few  operations  to  maintain  the 
quality  of  proficiency  which  a  larger  surgical  practice  could  provide.  Also, 
there  is  a  tendency  for  a  surgeon  who  does  too  few  operations  to  make  the  de- 
cision, wlien  seeing  a  patient,  albeit  unconsciously,  to  do  an  operation  which 
may  not  be  essential.  This  kind  of  unwholesome  competition  results  from  the 
training  of  more  specialists  in  a  particular  specialty  than  society  needs  for  op- 
timal medical  care.  The  solution  is  a  review  of  the  training  programs,  an  anal- 
ysis of  the  numbers  of  existing  specialists  in  that  field,  an  estimate  of  the  fu- 
ture need  for  that  specialty  in  our  society  (and/or  in  other  societies  if  we  are 
to  train  specialists  for  less  developed  nations),  and  the  mechanism  for  training 
just  that  number  of  specialists  which  we  do  need  for  our  society. 

Since  most  state  licensing  boards  license  IM.D.'s  as  physicians  and  surgeons, 
it  is  possible  for  any  licensed  physician  to  do  any  procedure  which  the  hospi- 
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tal  in  which  he  practices  will  permit  him  to  do.  A  number  of  hospitals  have 
stringent  requirements  for  eligibility  for  a  particular  kind  of  surgical  proce- 
diire.  Others  do  not.  The  absence  of  voluntarily  imposed  checks  and  balances 
and  the  absence  of  review  of  outcomes  of  medical  and  surgical  care  is  one  fac- 
tor which  has  resulted  in  the  uneven  quality  of  care  in  this  nation. 

Public  and  private  decision-making  in  its  current  fragmented,  fractionated 
way,  may  stifle  rather  than  stimulate  competition  in  the  health  sector.  Many 
physician's  activities  can  be  performed  by  individuals  with  less  training.  State 
licensure  laws,  insurance  company  requirements,  and  even  federal  regulations 
stifle  competition  in  this  regard  since  payment  for  the  service  depends  upon  the 
physician  performing  it.  Such  laws  and  regulations  raise  the  price  of  medical 
care,  without  raising  the  quality.  These  laws  regarding  professional  licensure 
and  qualification  need  reexamination  in  any  review  of  nattional  health  policy. 

COMPETITION  IN   MEDICAL  EDUCATION 

There  is  intense  competition  among  premedical  students  for  entry  into  medi- 
cal school.  Approximately  three  times  as  many  students  apply  as  first  year 
medical  school  places  are  available. 

Admissions  committees  try  hard  to  balance  their  classes  with  scientifically 
well-trained  and  humanistically  motivated  young  men  and  women.  However, 
with  continued  emphasis  on  specialty  and  subspecialty  training,  with  the  em- 
phasis on  biomedical  research  among  faculty  members,  it  is  unlikely  that  we 
will  see  a  restructuring  of  the  health  care  system  by  the  academic  community. 
And,  if  we  train  subspecialty  cardiac  surgeons  instead  of  family  practitiimers, 
It  is  unlikely  that  the  cost  of  medical  care  will  go  down.  We  need  both,  liut  we 
do  need  them  in  proper  proportion.  Medical  schools  must  re-examine  their  role 
or  roles,  in  the  university  and  in  society.  Not  only  should  they  discover  new 
knowledge  and  reproduce  their  own  kind  (research  professors)  but  practition- 
ers as  well.  If  each  medical  school  competes  to  produce  the  medical  professors 
of  tomorrow,  is  it  any  wonder  that  the  students  regard  family  practice  as  pro- 
viding lesser  status  and  personal  gratification  than  doing  biomedical  research. 
There  is  no  doubt  in  my  mind  that  the  medical  schools  hold  the  key  to  not 
only  the  medical  practice  of  tomorrow  in  terms  of  delivery  of  the  best,  most 
modern,  and  highest  quality  care,  but  through  biomedical  research  the  discov- 
ery of  new  methods  of  preventing,  diagnosing,  and  treating  disease  which 
could  replace  today's  expensive  and  complex  technologies  with  simple  preven- 
tion. 

MEDICAL  RESEARCH 

Competition  is  desirable  in  medical  research.  In  fact,  it  is  necessary.  What 
is  not  desirable  is  the  proliferation  of  expensive  technologies  before  they  have 
been  adequately  proven.  Cardiac  transplantation  is  the  most  flagrant  example. 
The  United  States  system  of  biomedical  research,  of  peer  review,  of  competi- 
tion, of  generous  governmental  support  has  brought  us  to  pre-eminence  in  this 
field.  The  challenge  is  for  society,  through  the  Congress  and  the  Executive,  to 
balance  funding  categorical  disease-oriented  programs  with  solid  multi-year 
funding  for  the  basic  biomedical  sciences.  Year-to-year  funding  variations  over 
the  past  six  to  seven  years  have  wreaked  havoc  in  the  academic  community, 
both  in  biomedical  research  and  particularly  in  research  training.  Competition 
for  funds  among  NIH  institutes  or  between  NIH  and  NSF  is  not  desirable,  in 
my  opinion.  It  would  be  more  desirable  if  we  could  have  a  long-range  plan,  al- 
locating resources  so  as  to  permit  planning  by  the  medical  schools,  universities, 
and  research  institutes  with  an  annual  or  two-yearly  review  of  the  plan  to 
make  appropriate  budgetary  modifications.  An  estimated  percentage  of  gross 
national  product  or  of  total  health  expenditures  could  be  planned  for  utiliza- 
tion in  biomedical  research  and  training. 

HOSPITALS 

Over  the  past  7.5  years,  the  hospital  has  evolved  from  a  place  to  die  in 
which  hotel-like  services  were  provided,  into  a  modern,  complex,  highly  techno- 
logic industry,  which  is  labor  intensive  and  rapidly  evolving.  During  this  same 
period  of  time,  the  United  States  has  changed  from  a  predominantly  rural  to  a 
predominantly  urban  society.  Medical  practice  has  become  so  complex  that  the 
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physician  who  could  carry  with  him  into  his  patient's  home  the  entire  diagnos- 
tic and  therapeutic  armamentarium  a  century  ago  now  relies  upon  x-rays,  ra- 
'dioactive  isotopes,  ultrasound,  and  infrared  machines,  electorcardiograms,  elec- 
troencephalograms, and  analysis  of  blood  and  urine,  in  order  to  provide 
adequate  care  for  his  patients.  Intensive  care  units  for  burn  patients,  heart  at- 
tack victims,  renal  transplantation  patients,  patients  with  depressed  host  de- 
fenses against  infections  are  extremely  expensive  to  operate  and  maintain.  The 
emergency  room  has  become  the  family  doctor  for  many  urban  families.  In 
fact,  one  out  of  five  physician-patient  encounters  occurs  in  the  hospital  today : 
•a  remarkable  statistic. 

At  present,  we  have  over  250,000  physicians  working  in  over  7,000  hospitals 
in  which  they  have  little  authority  or  responsibility  regarding  either  policy  or 
budget.  The  planning,  the  organization,  and  the  financing  of  hospitals  has  pro- 
ceeded independently  of  the  rest  of  medical  practice.  Each  private  hospital  is  a 
unit  unto  itself  with  its  own  board  of  trustees.  While  hospitals  are  concerned 
with  efliciency  and  cost  containment  if  they  are  proprietary  hosptials,  they 
may  not  be  so  concerned  if  they  are  nonprofit  institutions  whose  costs  are 
borne  largely  by  third  party  payers  who  reimburse  on  a  cost-plus  basis. 

The  hospital  has  not  yet  specifically  defined  its  mission  in  our  medical  care 
system.  Some  hospitals  see  themselves  as  an  extension  of  the  physicians'  activ- 
ities ;  others  view  themselves  as  community  resources ;  some  hospitals  provide 
public  health  services  to  the  surrounding  community ;  some  provide  emergency 
health  services.  Other  hospitals  may  conduct  their  activities  so  as  to  enhance 
the  status  and  prestige  (and  sometimes  the  pocketbooks)  of  its  lay  board  of 
trustees.  Since  the  role  of  the  public  and  private  hospital  is  not  clearly  de- 
fined, it  is  not  surprising  that  it  has  not  been  integrated  into  a  total  system, 
except  when  it  belongs  to  a  group  practice  emphasizing  health  maintenance. 

Much  competition  among  hospitals  is  unwholesome  and  costly.  The  city  of 
Philadelphia  has  17  open  heart  surgery  units.  For  quality  of  care  and  economy 
of  operation,  four  would  be  adequate.  Quality  of  care  clearly  suffers  in  those 
units  where  insuflicient  operations  are  done  to  maintain  the  level  of  proficiency 
required  for  such  a  complex  technologic  operation.  Reproduction  of  expensive 
facilities  and  services  should  be  based  on  community  needs  and  long-range  co- 
operative planning,  not  competitive  actions  of  boards  of  trustees  and  physi- 
cians. 

Here,  of  course,  there  must  be  a  balance.  Some  competition  is  good  and  is 
necessary.  The  question  is,  how  much.  How  should  the  balance  be  struck?  Cer- 
tainly competition  to  improve  quality  of  care,  competition  to  increase  efficiency, 
competition  to  contain  costs  are  all  desirable.  It  is  here  that  there  is  a  role  for 
the  proprietary  hospital — so  long  as  quality  of  care  and  quality  of  service  are 
maintained  in  the  same  way  as  in  the  non-profit  group.  The  PSRO  mechanism, 
if  it  uses  output  rather  than  process  standards,  well  may  be  of  value  in  the 
review  of  quality  of  institutional  care. 

The  role  of  the  hospital  continues  to  evolve.  It  is  a  key  element  in  the  struc- 
turing of  health  care  in  this  country.  If  it  is  to  remain  competitive,  it  must 
not  be  strictured  by  artificial  geographic  (state  or  county)  boundary  lines. 
Strong  regional  or  state  planning  agencies  can  promote  as  well  as  regulate 
competition  between  and  among  hospitals,  and  in  the  public  interest.  It  may  be 
desirable  to  review  the  rules  through  which  hospitals  admit  physicians  to  staff 
privileges,  if  the  hospital  is  to  be  a  community  resource  rather  than  a  repre- 
sentation of  one  or  another  group  in  the  community.  Such  restrictive  regula- 
tions on  physicians'  admittance  to  hospital  staffs  may  limit  competition  in  the 
name  of  quality.  If  the  level  of  quality  of  care  or  physician  proficiency  is  man- 
dated throughout  an  area,  hospital  competition  then  could  focus  on  other  as- 
pects of  consumer  interest  as  equity  of  access,  efficiency  of  operation  and  con- 
tainment of  costs. 

HEALTH  EDUCATION   FOR  THE   CITIZEN 

Earlier  I  mentioned  that  the  major  advances  in  life  expectancy  in  the 
United  States  over  the  past  seventy  years  were  accomplished  primarily  as  the 
result  of  public  health  and  preventive  medicine  measures.  In  the  United  States 
we  have  done  very  well  in  health  in  instances  where  the  citizen  has  been  pas- 
sive, where  government  or  other  agencies  or  groups  have  purified  the  water 
supply,  disposed  of  sewage  in  a  sanitary  fashion,  pasteurized  milk,  developed 
vaccines  which  were  administered  to  the  citizen,  and  improved  nutrition  and 
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housing.  Where  we  have  clone  poorly  is  where  the  citizen  has  had  to  take  an 
active  and  continuing  role  for  himself:  where  he  must  diet,  not  just  for  one 
day,  but  permanently  eat  sensibly  so  as  to  avoid  obesity  and  arteriosclerosis; 
where  he  must  exercise  regularly,  where  he  must  avoid  smoking  or  drinking, 
particularly  drinking  and  driving;  where  he  must  provide  a  stable  emotional 
atmosphere  in  his  family  for  his  children ;  where  he  must  avoid  abusing  drugs. 
Today,  the  diseases  which  both  kill  and  disable  are  largely  chronic  diseases — 
diseases  associated  with  our  technologic  society,  if  we  exclude  the  diseases  of 
old  age. 

No  reform  of  the  health  care  delivery  system  is  going  to  change  societal  at- 
titudes and  action.  It  will  be  necessary  for  society  to  undertake  significant 
health  education  programs  for  all  of  our  citizens,  young  and  old  alike,  if  we 
are  to  make  in-roads  against  these  new  diseases  of  technology. 

In  the  field  of  health  education  for  the  citizen,  there  is  not  only  no  competi- 
tion, but  there  is  apathy.  Would  competition  be  valuable?  Yes,  it  would!  Par- 
ticularly, if  we  could  and  would  evaluate  the  results  of  our  attempts  at  health 
education  for  our  citizens.  I  began  a  four  year  campaign  for  more  health  edu- 
cation for  our  citizens  soon  after  I  Ijecame  Surgeon  General  in  1969  but  the 
results  are  terribly  slow  in  developing.  True,  we  had  a  Presidential  Commis- 
sion on  Health  Education,  but  its  recommendations  have  been  largely  ignored. 
True,  the  AMA  has  recently  undertaken  a  TV  series  on  health  education  as 
have  the  producers  of  "Sesame  Street".  But,  by  and  large,  individual  physi- 
cians, hospitals,  insurance  companies,  pharmaceutical  companies,  are  doing 
very  little.  In  similar  measure,  actions  on  smoking,  alcohol  abuse,  diet,  exer- 
cise, careless  driving,  are  all  dismally  short  of  what  the  problems  require. 
Competition  in  this  field  is  clearly  in  the  public  interest  and  an  appropriate 
role  for  government  is  both  to  stimulate  and  provide  such  health  information 
to  our  citizens.  As  possible  actions,  government  might  require  health  education 
programs  as  one  condition  for  federal  funding  to  elementary  and  secondary 
schools,  as  a  public  service  in  the  licensing  of  television  and  radio  stations  by 
the  FCC,  or  as  a  requirement  in  the  state  or  fedei-al  licensing  of  pharmacists 
— who  have  much  more  frequent  contact  with  our  citizens  than  other  health 
professionals  or  as  part  of  the  health  insurance  standards  programs  mandated 
by  federal  or  State  governments,  or  in  the  accreditation  of  hospitals,  nursing 
homes,  extended  care  homes,  and  the  like.  Opportunities  for  competition  in  this 
field  are  enormous.  Competition  could  also  occur  between  voluntary  and  public 
health  agencies  as  well  as  the  other  groups  I  have  just  described.  Physicians 
generally  have  done  a  poor  job  of  health  education  for  their  patients.  It  may 
be  because  of  their  training  is  primarily  in  the  diagnosis  and  treatment  of  ill- 
ness rather  than  in  the  maintenance  of  health  and  prevention  of  disease. 

Moreover,  our  citizens  need  education  in  how  to  enter  and  utilize  the  health 
care  system.  In  its  present  unorganized  form,  the  American  citizen  desperately 
needs  help  in  entering  the  system  at  an  appropriate  point  and  time.  Since  re- 
cent statistics  show  that  one  of  four  American  families  moves  each  year,  the 
problem  takes  on  an  added  dimension  of  urgency.  Provision  of  additional  dol- 
lars for  the  health  care  system  without  provision  for  a  system  of  health  edu- 
cation is  to  miss  a  great  opportunity. 

CONCLUSION 

During  these  hearings,  this  Subcommittee  would  like  to  kuow  how  competi- 
tion, or  the  lack  thereof,  affects  the  quality  and  cost  of  health  care  services 
and  whether  or  not  passage  of  additional  governmentally  provided  insurance 
will  improve  performance  from  a  competitive  non-planned  system ;  or  whether 
the  competitive  system  should  be  restructured  and  the  competition  maintained 
by  antitrust  laws ;  or  whether  better  performance  might  be  achieved  by  a 
planned,  non-competitive,  regulated  system.  Of  course,  still  another  alternative 
would  be  some  mixture  of  the  foregoing  elements. 

I  believe  in  competition  to  improve  eflSciency  and  to  contain  costs.  I  l)elieve 
government  has  an  additional  role  to  insure  equity  of  access  through  resource 
allocation  and  distribution,  through  capacity  building,  through  pre-emption  of 
certain  archaic  state  laws  preventing  competition  in  the  name  of  quality, 
through  development  of  a  national  health  policy  and  priorities,  through  crea- 
tion of  a  Department  of  Health,  and  through  support  of  medical  research, 
medica,  education  and  health  education  for  our  citizens.  Thus,  I  believe  in  a 
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mixed  system,   which   embodies   a   restructured   competitive   complex,   planned 
and  regulated  by  consumers,  providers,  and  government. 


Exhibit  2. — Curriculum  Vitae  of  Dr.  Steinfeld 

Curriculum  Vitae  of  Jesse  L.  Steinfeld,  M.D.,  Chairman,  Department 
OF  Oncology,  Director,  Comprehensive  Cancer  Center,  Mayo  Clinic 

A.  personal  information 

1.  Business  Address :  Mayo  Clinic,  200  1st  Street  S.W.,  Rochester,  Minnesota 
55901. 

2.  Business  Phone :  Area  code  507  282-2511. 

3.  Home  Address :  301  Eighth  Avenue,  S.W.,  Rochester,  Minnesota  55901, 

4.  Home  Phone :  Area  code  507  289-0192. 

5.  Date  of  Birth :  January  6,  1927. 

'6.  Place  of  Birth :  West  Aliquippa,  Pennsylvania. 

7.  Citizenship :  United  States. 

8.  Sex  :  Male. 

9.  Marital  Status:  Married. 

10.  AVife's  Maiden  Name:  Gen  M.  Stokes,  married  San  Francisco,  California, 
July  12,  1953. 

11.  Children :  Jacquelyn  Mary  Beth.  July  30,  1954,  Jody  Katherine,  October 
31,  1955,  Frances  Susan,  December  5,  1960. 

B.  education 

1.  High  School :  Aliquippa  High  School,  Aliquippa,  Pennsylvania.  Graduated : 
January,  1944. 

2.  College :  University  of  Pittsburgh,  Pittsburgh,  Pennsylvania :  B.S.,  Septem- 
ber. 1945. 

3.  Medical  School :  Western  Reserve,  Cleveland,  Ohio :  M.D.,  June,  1949. 

4.  Internship :  Cedars  of  Lebanon  Hospital,  Los  Angeles,  California — Intern- 
sliip.  19J9-50. 

5.  Residencies  in  Medicine  : 

(a)   Veterans  Administration  Hospital,  Long  Beach,  California. 
(6)   University  of  California  Hospital,  San  Francisco,  California  "Laboratory 
of  Experimental  Oncology". 

6.  Fellowships  : 

( a )   Atomic   Energy   Commission :   Post-doctoral   Fellowship   in   the   Medical 
Sciences.  1951-1952. 

7.  Awards  and  Honors  : 

(a)   B.S.  with  highest  honors,  University  of  Pittsburgh,  1945. 

(&)   President,  American  Society  for  Clinical  Oncology,  1970. 

(c)   Governor,  American  College  of  Physicians,  1970-1973. 

id)   The  Golden  Torch  Award,  City  of  Hope,  Los  Angeles,  California,  1971. 

(e)   Aliquippa  Man  of  the  Year.  1971. 

(/)   YMCA  Focus  on  Fitness  Award,  as  National  Consultation  Speaker,  1971. 

iff)   Honorary  Fellow,  Royal  Society  of  Health,  1971. 

(70   President,  Association  of  Military  Surgeons  of  the  United  States.  1972. 

(0    Honorary  Doctor  of  Laws,  Gannon  College,  Erie.  Pennsylvania,  1972. 

<<i)    Special  Award  on  Smoking  and  Health,  D.C.  Medical  Society,  1972. 

(k)   Distinguished  Service  Award,  Los  Angeles  County  Board  of  Supervisors, 
1972. 

(1)    Special  Award.  Group  Against  Smokers  Pollution  (GASP),  1972. 

(m)    Honorary  Award,  Phi  Delta  Epsilon  Medical  Fi-aternity,  1972. 
((n)   Alumni  Lecture  Award,  College  of  Dentistry  Alumni  Association,  New 
Tork  University,  1972. 

(o)  Distinguished  Service  Award,  American  Friends  of  Hebrew  University, 
1972. 

8.  Licensure :  Ohio.  California,  District  of  Columbia,  Maryland,  Minnesota. 
;9.  Board  Certification :  Internal  Medicine,  1958. 
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C.    PROFESSIONAL   BACKGROUND 

1.  Academic  Appointments : 

( a )  Instructor  in  Medicine,  University  of  California,  San  Francisco,  Califor- 
nia. 1952-1954. 

(b)  Instructor  in  Medicine,  George  Washington  University  School  of  Medi- 
cine, 1954-1958. 

(c)  Assistant  Professor  of  Medicine,  University  of  Southern  California 
School  of  Medicine,  1959-196^. 

id)  Associate  Professor  of  Medicine,  University  of  Southern  California 
School  of  Medicine,  1963-1967  (1)  Senior  Attending  Physician,  Los  Angeles 
County  General  Hospital.  1964-1968. 

(e)  Professor  of  Medicine,  University  of  Southern  California  School  of  Med- 
icine. 1967-1968. 

(/)   Associate  Director  for  Program,  National  Cancer  Institute,  1968-1969. 

iff)   Deputy  Director,  National  Cancer  Institute,  1969. 

(h)  Deputy  Assistant  Secretary  for  Health  and  Scientific  Affairs,  Depart- 
ment of  Health,  Education,  and  Welfare.  1969. 

(?)  Surgeon  General,  United  States  Public  Health  Service,  Department  of 
Health,  Education,  and  Welfare,  1969-1973. 

(;■)  Professor  of  Medicine  and  Oncology,  Mayo  Medical  School,  Rochester, 
Minnesota,  1973. 

2.  Administrative  Responsibilities : 

(a)  Member  of  the  Radioisotope  Committee,  D.C.  General  Hospital,  Wash- 
ington, D.C.,  1954-1958. 

(ft)  Associate  Editor.  Journal  of  the  National  Cancer  Institute,  1956-1958, 
National  Cancer  Institute.  Bethesda,  Maryland. 

(r)   Director,  Radioisotope  Laboratory,  National  Cancer  Institute,  1954-1958. 

id)  Director,  Hospital  for  Blood  Disea.ses,  City  of  Hope  Medical  Center, 
1959. 

(e)  Director,  Cancer  Chemotherapy  Program,  University  of  Southern  Cali- 
fornia School  of  Medicine.  1960-1968. 

(/)  Director,  Clinical  Cancer  Traineeship  Program,  University  of  Southern 
California  School  of  Medicine.  1960-1968. 

iff)  Chairman,  Radioisotope  Committee,  University  of  Southern  California 
Scliool  of  Medicine.  1960-1966. 

(h)  Director,  Radioisotope  Unit,  University  of  Southern  California  School  of 
Medicine,  1960-1966. 

(j)  Chairman,  Interdepartmental  Cancer  Research  Committee,  University  of 
Southern  California,  1960-1968. 

(;■)  Member.  Laboratory  Safety  Committee,  University  of  Southern  Califor- 
nia School  of  Medicine,  1961-1964. 

(k)  Coordinator.  Phase  I  Activities  of  National  Program  in  Cancer  Chem- 
otherapy for  West  Coast  University  Hospitals,  1963-1968. 

(/)    Chairman,  Western  Cooperative  Cancer  Cliemotherapy  Group,  1963-1968. 

Im)   Memlter,  Editorial  Board.  Cancer  Research,  1965-1973. 

(n)   Member,  Search  Committee  for  Physiology  Department  Chairman,  USC, 

1966. 

(o)  President.  Attending  Staff  Association,  John  Wesley  County  Hospital, 
Los  Angeles,  California.  1964-1966. 

ip)   Member,  University  of  Southern  California  Academic  Senate,  1965-1966. 

Iq)  Project  Director  for  Cancer  Hospital  and  Cancer  Research  Institute, 
University  of  Southern  California  Medical  School,  1966-1968. 

(r)   President.  21st  Pan  American  Sanitary  Conference,  1971. 

(s)  Chief,  U.S.  Delegation  to  23rd,  24th,  and  25th  World  Health  Assemblies, 
1970.  1971.  1072. 

(f)  Chief.  U.S.  Delegation  to  19th,  20th.  and  21st  Pan  American  Health  Or- 
ganization Directing  Council.  1970,  1971,  1972. 

(u)  Smoking  and  Health  Annual  Reports,  United  States  Public  Health  Serv- 
ice. 1971,  1972,  1973. 

(v)  Surgeon  General's  Report  on  Television  and  Violence,  United  States 
Pulilic  Health  Service.  1973. 

((/■)  Chairman,  United  States  Government  Task  Force  on  Health  Problems 
in  Micronesia,  1973. 
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3.  Military  Service : 

(a)   U.S.  Public  Health  Service,  1951-1958. 
(6)   Inactive  Reserve,  U.S.  Public  Health  Service,  1958-1969. 
(c)    Surgeon  General,  United  States  Public  Health  Service,  Department  of 
Health,  Education,  and  Welfare,  1969-1973. 

D.    SOCIETY   MEMBERSHIPS 

1.  Local : 

(a)   Los  Angeles  County  Medical  Society,  1958-1968. 

(&)  President,  Los  Angeles  Chapter,  American  Federation  for  Clinical  Re- 
search, 1964-1965. 

(c)  Executive  Committee,  USC  Chapter,  American  Association  of  University 
Professors,  1964-1966. 

(d)  Phi  Delta  Epsilon,  1945  to  present. 

2.  State: 

(a)  Member,  Special  Grants  Committee,  California  Division,  American  Can- 
cer Society,  1963-1968. 

(&)  Chairman,  Special  Grants  Committee,  California  Division,  American 
Cancer  Society,  1965-1968. 

3.  National : 

(a)   American  College  of  Physicians  (Fellow) 

(ft)   American  Medical  Association. 

(r)   American  Association  for  Cancer  Research. 

(d)  Society  of  Nuclear  Medicine,  1955-1969. 

(e)  American  Federation  for  Clinical  Research. 
(/)   American  Society  for  Hematology. 

ig)   American  Association  for  the  Advancement  of  Science. 

(h)   Western  Society  for  Clinical  Research. 

((■)   Western  Pharmacology  Society. 

(i)    Sigma  Xi. 

(fc)    International  Society  of  Hematology. 

(/.)   American  Society  of  Clinical  Oncology. 

(m)   American  College  of  Clinical  Pharmacology  (Fellow) 

E.    CONSULTANTSHIPS 

1.  Local : 

(a)  Consultant  in  Medicine,  Long  Beach  Veterans  Administration  Hospital, 
Long  Beach,  California,  1961-1968. 

(h)  Member.  Research  and  Education  Committee  Long  Beach  Veterans  Ad- 
ministration Hospital,  Long  Beach,  California,  1961-1966. 

(e)  Consultant  to  Blood  Hospital,  City  of  Hope  Medical  Center,  Durate,  Cal- 
ifornia. 1962-1968. 

(d)  Member,  Tumor  Board,  Los  Angeles  County  General  Hospital, 
1960-1968. 

2.  State: 

(a)  California  Cancer  Advisory  Council,  Member  1960-19(>8;  Executive 
Committee,  1965-1968 ;  Vice  President,  1966-1967. 

3.  National : 

(a)    Brookhaven  National  Laboratory,  Research  Collaborator,  1961-1962. 
(ft)   Krebiozen  Review  Committee,  National  Cancer  Institute,  1963. 

(c)  National  Cancer  Institute:  Task  Force  on  Chronic  Leukemia,  1963-1968. 

(d)  Cancer  Chemotherapy  National  Service  Center:  New  Agents  Committee, 
1964-1968. 

(e)  Clinical  Studies  Panel,  National  Cancer  Institute,  1964-1965. 

(/)  Member,  Chemotherapy  Advisory  Committee,  National  Cancer  Institute, 
1967-1968. 

(fir)  Numerous  governmental  committees  while  Deputy  Director,  National 
Cancer  Institute,  and  Surgeon  General,  U.S. 

(h)   Committee  for  National  Health  Insurance. 

(i)  Advisory  Group  on  Chemical  Carcinogenesis,  National  Cancer  Institute, 
1973. 

(})   Committee  on  Tobacco  and  Health,  American  Cancer  Society,  1973. 

Ik)  Committee  on  Unproven  Cancer  Remedies,  Minnesota  Chapter,  American. 
Cancer  Society,  1973. 
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National  Health  Insurance  :  Diagnosing  the  Alternatives 

This  article  is  based  on  an  analysis  of  national  health  insurance 
proposals  now  before  Congress  that  was  issued  in  May  1974  by  the 
AFL-CIO  Executive  Council  and  in  subsequent  AFL-CIO  testimony  be- 
fore the  House  Ways  &  Means  Committee. 

For  all  the  years  the  AFL-CIO  has  been  advocating  a  national  health  insur- 
ance program  that  would  provide  (luality  health  care  as  a  manner  of  right  for 
all  Americans,  it  has  examined  every  serious  proposal.  This  measurement  was 
done  against  a  basic  set  of  standards  for  sucli  a  program : 

Quality  health  care  as  a  matter  of  right. 

Universal  coverage. 

Comprehensive,  single  standard  of  benefits. 

Financing  through  the  proven  social  insurance  method. 

Strong  cost  and  quality  controls. 

Reform  of  the  health  care  delivery  system. 

Stx'ong  consumer  repre.sentation. 
When  the  Nixon  Administration  proposal  was  measured  against  these  stand- 
ards it  was  found  to  be  grossly  inadequate.  In  the  past,  the  AFL-CIO  has  sim- 
ilarly examined  the  proposals  of  the  insurance  companies,  the  American  Medi- 
cal Association  and  the  American  Hospital  Association,  as  well  as  the 
catastrophic  insurance  proposal.  These  have  similarly  been  found  to  be  totally 
inadequate. 

The  only  proposal  worthy  of  AFL-CIO  support  is  National  Health  Security, 
intrdduced  by  23  members  of  the  Senate  and  89  members  of  the  House.  The 
principal  sponsors  are  Reps.  Martha  Griffiths  (D-Mich.)  and  James  Corman 
(D-Calif.). 

In  Api-il  1974.  Sen.  Edward  M.  Kennedy  (D-Mass. ),  who  had  been  a  princi- 
pal sponsor  of  Health  Security,  and  Rep.  Wilbur  Mills  (D-Ark. ),  introduced 
what  they  called  a  "compromise"  bill.  While  on  balance  Mills-Kennedy  is  an 
improvement  over  the  Nixon  liill,  it  falls  far  short  of  meeting  the  need. 

Tbe  AFL-CIO  conclusion  that  only  National  Health  Security  meets  the  needs 
of  all  Americans  becomes  clearer  when  the  Nixon  Administration  bill  (Compre- 
hensive Health  Insurance  Plan)  and  the  Mills-Kennedy  bill  (Comprehensive 
National  Health  Insurance  Act)  are  contrasted  with  Health  Security,  using  the 
AFL-CIO's  seven  criteria. 
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HEALTH   CARE  AS   A  RIGHT 

The  only  proposal  that  would  truly  provide  quality  health  care  as  a  matter 
of  right  is  National  Health  Security.  All  other  proposals  pale  In  comparison. 

Mills-Kennedy  espouses,  but  does  not  provide,  health  care  as  a  right.  The 
poor  and  near  poor  must  establish  eligibility  for  lower  or  no  deductibles  and 
coinsurance,  through  a  means  test  more  punitive  than  that  now  existing  for 
Medicaid. 

For  example,  the  complex  rules  of  income  that  must  be  taken  into  account 
for  establishing  eligibility  for  reduced  co-payments  includes  such  as  the  pro- 
ceeds of  life  insurance  in  excess  of  $1,500  or  income  from  casual  employment 
in  excess  of  $30  a  quarter.  Such  a  means  test  would  require  many  investiga- 
tors and  heavy  administrative  expenses  to  weed  out  possible  "chiselers"' — funds 
that  could  better  be  spent  on  health  cure. 

The  Mills-Kennedy  bill  would  exclude  new  workers  and  their  dependents  If 
the  worker  is  employed  less  than  25  liours  a  week.  Other  expulsions  would  in- 
clude most  divorced  women  who  have  never  worked,  self-employed  adults  who 
earn  less  than  $400  a  year  and  students  over  22  with  limited  income.  Possibly 
because  of  a  drafting  oversight,  orphans  in  institutions  and  in  foster  homes 
would  also  be  excluded. 

Payments  to  participating  institutions  and  providers  are  guaranteed  in  full. 
But  the  patient  is  liable  for  deductibles  and  coinsurance.  Thus,  Mills-Kennedy 
establishes  full  payments  for  health  care  as  a  right  for  providers,  but  not  for 
patients. 

President  Nixon  makes  no  pretense  that  the  Administration  bill  provides 
health  care  as  a  right.  He  goes  no  further  than  assuring  "tinancial  access  to 
high  quality  health  care."  But  "financial  access"  and  actually  obtaining  the 
needed  care  are  two  different  things.  Further,  the  Administration  would  deter- 
mine the  extent  of  access  on  the  basis  of  income  testing.  Because  it  would  re- 
quire all  persons,  no  matter  how  low  their  income  and  desperate  their  need  to 
pay  part  of  their  medical  costs,  the  Administration  further  restricts  "access" 
to  those  who  have  ready  cash  or  credit. 

The  only  people  guaranteed  anything  as  a  matter  of  right  in  either  the 
Nixon  or  Mills-Kennedy  approaches  are  participating  providers,  who  are  guar- 
anteed full  payment  as  their  right. 

UNIVERSAL  COVERAGE 

National  Health  Security  would  provide  coverage  to  all  Americans,  regard- 
less of  age,  income  or  geographic  location. 

Mills-Kennedy  comes  closer  to  universal  coverage  than  the  Nixon  Adminis- 
tration proposal,  but  it  still  has  gaps.  While  the  Administration  program 
proposes  different  plans  for  the  employed,  the  aged  and  the  poor,  Mills-Ken- 
nedy has  two  programs :  one  for  the  aged  and  one  for  tlie  rest  of  the  popula- 
tion. Unlike  Health  Security,  Mills-Kennedy  continues  the  Medicare  program 
as  a  separate  program  which  would  be  far  better  than  the  rest  of  Mills-Ken- 
nedy. Medicare  is  a  social  insurance  program  without  a  means  test.  The  Nixon 
plan  would  add  a  means  test  for  Medicare  recipients.  Mills-Kennedy,  quite  cor- 
rectly, does  not. 

Mills-Kennedy  establishes  one  minimum  schedule  of  benefits  for  the  poor  and 
all  others  under  65,  but  imposes  a  means  test  on  the  poor.  Moreover,  those 
who  can  afford  the  cost  can  purchase  supplementary  insurance  to  fill  in  the 
benefit  gaps.  As  a  practical  matter,  therefore,  the  population  is  broken  down 
into  three  classes:  the  poor  and  near-poor,  the  elderly  and  those  who  can  af- 
ford supplementary  insurance — each  with  different  benefit  levels. 

The  coverage  gaps  in  the  Administration  progTam  are  greater.  Because  it  is 
a  voluntary  program,  many  will  opt  out,  playing  medical  Russian  roulette,  and 
gamble  that  they  will  not  face  expensive  medical  bills. 

Unless  the  national  health  insurance  plan  that  is  finally  enacted  covers  ev- 
eryone, then  a  significant  portion  of  Americans  will  still  not  receive  necessary 
medical  care.  As  shown.  National  Health  Security  is  the  only  proposal  that 
covers  everyone. 

COMPREHENSIVE  BENEFITS 

A  single  standard  of  truly  comprehensive  benefits  is  essential  to  national 
health  insurance. 
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Comprehensive  benefits  means  the  complete  range  of  care,  from  preventive  to 
curative  care.  It  has  been  repeatedly  shown  that  many  individuals  do  not  seek 
proper  preventive  care  or  early  diagnosis  and  treatment  because  of  financial 
obstacles  to  obtaining  that  care.  Early  diagnosis  and  prompt  treatment  are 
more  effective  and  less  costly  than  acute  care  when  the  illness  becomes  more 
serious. 

Prepaid  group  practice  plans  have  proven  the  effectiveness — both  financially 
and  in  health  term.s — of  keeping  people  well  rather  than  treating  them  only 
when  they  are  ill.  Hence  a  workable  national  health  insurance  program  must 
emphasize  preventive  care  and  early  diagnosis  and  treatment.  Only  National 
Health  Security  would  do  this. 

Both  Mills-Kennedy  and  the  Administration  plan  offer  the  illusion  of  com- 
prehensive benefits.  Indeed,  bother  use  the  term  "comprehensive"  in  their  bill 
titles. 

Both  bills  do  allow  for  comprehensive  benefits,  but  the  benefit  coverage  is 
shallow.  The  high  deductible  and  coinsurance  requirements  are  precisely  the 
type  of  financial  obstacles  that  deter  individuals  from  seeking  preventive  care 
and  early  diagnosis  and  treatment. 

The  argument  will  undoubtedly  be  made  that  a  $150  deductible,  by  itself, 
will  not  make  an  overwhelming  dent  in  an  individual's  budget.  But  in  both  the 
Nixon  plan  and  Mills-Kennedy,  preventive  care  for  adults  does  not  coimt  to- 
ward the  deductible,  because  only  bills  for  covered  services  are  counted  toward 
meeting  the  deductible. 

What  this  provision  would  do  is  encourage  a  lot  of  "little  white  lies."  In 
order  to  have  a  physical  examination  covered,  the  individual  will  ask  his  doctor 
to  write  in  a  reason,  such  as  "patient  feeling  run  down."  Then  the  bill  would 
count  toward  the  deductible. 

In  these  days  of  Watergate,  no  citizen  should  have  to  tell  a  "little  white  lie" 
in  order  to  obtain  proper  preventive  care. 

Furthermore,  deductible  provisions  in  both  bills  would  cost  most  families 
significantly  more  than  the  sponsors  allege.  For  example,  under  Mills-Kennedy 
a  family  of  more  than  two  would  only  have  to  meet  two  deductibles  or  $300-— 
in  order  to  qualify  for  benefits.  For  the  Nixon  plan  it  is  three  deductibles  or 
$450. 

COMPARISON  OF  MAJOR  BILLS 


Nixon  Plan 


Health  Security 


Mills- Kennedy 


Method  of  Financing. 


Continue  medicare  tax  of  0.9 
percent  on  $13,500  income 
base  and  family  insurance 
premium  of  $210  per  "ear. 
$8  billion  from  general 
revenues. 


Cost  sharing All  persons  pay  deductibles 

andcopay. 

Coverage Voluntary __ 

Administration States  and  private  insurance 

companies. 

Preventive    care_ Subject  to  cost-sharing    for 

children.    Not   covered  for 
adults 

Reforms  of  health  care        No  change  except  to  promote 
systems.  HMO's. 


1  percent  tax  on  $15,000  (2.5  New/  tax  of  1  percent  on 
percent  on  self-employed)  $20,000  earned  income  base 
3.5  percent  tax  on  employer  of  2.5  percent  on  unearned 
payroll  matched  by  general  income.  3  percent  employer 
revenues.  payroll  tax.  $8  billion  new 

general  revenues  contribu- 
tions. Continue  Medicare 
tax  of  0.9  percent  on  $13,500 
income  base. 

None._ Families    with    incomes    over 

$4800  pay  deductibles  and 
coinsurance. 

Universal Compulsory  for  virtually 

everyone. 

Health  Security  Board__ Social  Security  Administration 

and     private    fiscal    inter- 
mediaries. 
Encouraged  and  fully  covered..  Subject  to  copaymenl. 


Quality  assurances 

Consumer  participation. 


Physician  group. 
No  involvement. 


Strong  incentives  for  greater 
efficiency  and  effectiveness. 

Quality   Control   Commission 
and  administrative  reviews. 
Involvent  at  all  levels. 


Some  incentives  for  cost  and 
quality  improvements,  pro- 
motes HMO's. 
Physician  group. 

Little  involvement. 


Source:  Committee  for  National  Health  Insurance. 


Actually,  most  families  would  have  much  higher  medical  bills.  Under  Mills- 
Kennedy,  when  a  family  reaches  medical  expenses  totaling  $300  it  does  not  au- 
tomatically become  eligible  for  benefits.  It  is  only  when  two  members  of  the 
family  have  medical  bills  totaling  $150  each  that  a  family  crosses  the  thresh- 
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old.  In  the  extreme,  a  family  of  four  could  liave  medical  bills  of  $140  for 
each  individual — or  a  total  of  $596— and  still  not  receive  a  dime  in  benefits 
from  either  Mills-Kennedy  or  the  Nixon  plan. 

Even  if  a  family  meets  the  two  deductibles,  it  is  still  faced  vpith  paying  25 
percent  of  every  medical  bill.  To  be  properly  insured,  a  family  would  have  to 
carry  supplemental  insurance  in  addition  to  the  coverage  provided  by  Mills- 
Kennedy  or  the  Nixon  plan.  Obviously,  many  will  be  unable  to  afford  such  cov- 
erage ;  hence,  both  plans  would  have  two  standards  of  health  care — one  for 
those  who  can  afford  supplemental  insurance  and  one  for  those  who  cannot. 

Under  Mills-Kennedy,  payments  for  physician  services  for  covered  medical 
expenses  would  be  on  the  basis  of  fee  schedules  developed  by  the  medical  pro- 
fession but  acceptable  to  the  Social  Security  Administration.  Physicians  who 
choose  to  participate  in  the  program  would  receive  the  full  fee  without  offset 
for  deductible  or  coinsurance  amounts  and  the  Social  Security  Administration 
would  bill  the  patient  for  the  amounts  owed.  Non-participating  physicians 
could  charge  more  than  the  fee  schedule  but  would  have  to  collect  excess 
charges  as  well  as  the  deductible  and  coinsurance  amounts  from  the  patient. 

The  following  types  of  medical  expenses  would  not  be  covered  under  the 
Mills-Kennedy  bill : 

Supplementary  charges  over  a  statutory  fee  schedule  by  nonparticipating 
physicians. 

Physical  examinations  and  preventive  care  for  adults. 

Vision,  hearing  and  dental  care  for  persons  over  age  12. 

Mental  health  services  in  excess  of  the  benefits  listed  above. 

Post-hospital  extended  care  over  100  days. 

Skilled  nursing  home  care  provided  without  prior  hospitalization. 

Home  health  services  of  more  than  100  visits. 
Additionally,  both  plans  treatt  the  elderly,  the  poor  and  near-poor  differ- 
ently from  the  employed.  The  severe  "notch"  effects  of  the  Nixon  plan — 
whereby  individuals  must  pay  sharply  higher  deductibles  and  coinsurance  if 
their  income  crosses  an  artificial  dollar  limit — are  eliminated  in  Mills-Kennedy. 
But  Mills-Kennedy  relies  on  income-testing,  as  does  the  Nixon  plan,  to  deter- 
mine eligibility  for  reduced  deductibles  and  coinsurance.  The  effect  is  to  treat 
the  poor  and  near-poor  differently  from  other  Americans. 

Hence,  neither  the  Nixon  plan  nor  Mills-Kennedy  provides  a  single  standard 
of  truly  comprehensive  benefits  for  all  Americans. 

FINANCING 

The  AFL-CIO  has  long  believed  that  national  health  insurance  should  be 
financed  through  the  proven  social  insurance  method.  The  Health  Security  pro- 
gram is  financed  by  social  security-type  taxes  and  general  revenues. 

This  type  of  financing  is  fair  and  far  more  equitable  than  insurance  pre- 
miums, which  are  determined  far  from  public  accountability.  Social  insurance 
has  the  trust  and  acceptance  of  the  people. 

The  Mills-Kennedy  bill  adopts  social  insurance  financing  but  in  a  form  more 
regressive  than  Health  Security.  By  continuing  Medicare  as  a  separate  pro- 
gram, and  thus  continuing  the  separate  Medicare  tax,  Mills-Kennedy  would  re- 
quire that  workers  earning  $13,200  a  year  or  less  must  pay  a  higher  percent- 
age for  health  insurance  than  persons  earning  $20,000  a  year.  Additionally, 
Mills-Kennedy  could  cut  off  an  employer's  tax  obligation  per  employe  at  no 
more  than  .$20,000.  This  is  not  as  progressive  as  Health  Secui-ity,  which  would 
tax  employers  on  the  basis  of  total  payroll. 

Compared  with  National  Health  Security,  the  financing  provisions  of  MilLs- 
Kennedy  are  inequitable. 

Mills-Kennedy  would  be  financed  by  payroll  taxes  on  annual  earnings  in  em- 
ployment up  to  $20,000  a  year.  Employers  would  be  resiionsible  for  3  percent 
and  employes  for  1  percent,  in  addition  to  the  existing  Medicare  payroll  taxes 
of  0.9  percent  for  each. 

The  total  tax  for  health  benefits  for  the  Mills-Kennedy  program  and  Medi- 
care would  be  3.9  percent  up  to  $13,200  a  year  and  3.0  percent  between  $13,200 
and  $20,000  per  year  for  the  employer  and  1.9  percent  of  pay  up  to  $13,200  per 
year  and  1.0  percent  between  $13,200  and  $20,000  a  year  for  the  employe.  Self- 
employed  income  and  rmearned  income,  including  governmental  benefits,  would 
be  taxed  at  the  rate  of  2.5  percent.  AVelfare  benefits   (AFDC  and  SSI)   would 
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be  taxed  at  the  rate  of  1  percent  on  the  recipient  and  3  percent  on  the  state 
or  federal  government.  ITneniphiyuient  benefits  would  be  considered  unearned 
income  and  would  be  taxed  at  the  2.5  percent  rate. 

So  only  after  the  employer  and  employe  have  made  tax  deductible  and  coin- 
surance payments  totaling  $1,580,  is  an  employe  and  his  family  eligible  for  full 
benefits.  Moreover  the  employer  and  employe  would  spend  $880  in  total  tax 
and  deductibles  for  the  employe  and  his  family  to  be  eligible  to  pay  25  percent 
of  their  medical  bills. 

The  total  Health  Security  employer-employ  tax  for  the  same  family  would 
be  $450,  and  all  of  their  medical  bills  would  be  paid  in  full,  with  no  deducti- 
bles and  no  coinsurance. 

The  cost  of  the  Mills-Kennedy  provision  for  eliminating  or  reducing  billings 
for  the  poor  and  near  poor  for  deductibles  and  coinsurance  would  be  met  from 
the  general  revenues  and  by  the  states.  By  cntinuing  the  Medicare  trust  fund  in 
its  present  form  and  separating  all  social  security  trust  funds  from  the  federal 
budget,  Mills-Kennedy  is  camouflaging  some  other  costs. 

Under  Health  Security,  states  would  be  relieved  of  most  of  their  expendi- 
tures for  health  services,  about  $4  billion  a  year.  In  contrast,  Mills-Kennedy 
would  require  each  state  to  spend  as  much  money  as  it  had  been  spending  for 
health  services  under  Medicaid  and  other  state  programs.  If  states  spent  ie.ss 
on  health  care  for  families  with  dependent  children  (AFDC),  any  savings 
would  revert  to  the  Social  Security  Administration  trust  fund.  Generally,  when 
there  is  a  major  change  in  a  federal-state  social  program,  the  states  are  held 
harmless  (that  is,  they  don't  have  to  pay  more).  In  this  case,  the  federal  gov- 
ernment is  held  harmless  insofar  as  medical  payments  for  AFDC  beneficiaries 
are  concerned. 

In  terms  of  the  overall  cost  of  the  Mills-Kennedy  proposal,  the  AFL-CIO  has 
been  unable  to  develop  accurate  cost  estimates.  However,  we  believe  Mills- 
Kennedy  would  exceed  the  total  national  health  care  expenditures  required  if 
Health  Security  were  enacted  because  of  high  administrative  cost  and  weak 
cost  controls.  Mills-Kennedy  could  touch  off  a  new  round  of  medical  cost  infla- 
tion because  it  fails  to  come  to  grips  with  the  need  for  fundamental  reform  of 
the  health  care  delivery  system. 

Overall,  payroll  taxes  required  by  Mills-Kennedy  are  higher  than  under 
Health  Security.  Welfare  recipients  would  have  to  pay  1  percent  of  their  wel- 
fare checks.  The  unemployed  would  have  to  pay  2  percent  of  their  unemploy- 
ment comi>ensation  benefits.  Employers  would  also  have  to  contribute  more 
under  Mills-Kennedy  (3.9  percent)  than  under  Health  Security  (3.5  percent). 

Union  workers  would  far  better  than  the  unorganized.  The  vast  majority  of 
organized  workers  are  now  covered  by  noncontributory  health  insurance  pro- 
grams under  collective  bargaining  agreements.  Both  Mills-Kennedy  and  the 
Nixon  plan  would  mean  less,  not  more,  health  care  to  those  workers.  And  that 
care  would  come  at  costs  that  would  be  more,  not  less,  than  they  now  pay. 
The  deductibles  are  higher — in  fact,  under  the  best  collectively  bargained 
plans,  there  are  no  deductibles.  The  coinsurance  is  higher.  In  addition,  under 
Mills-Kennedy,  the  workers  would  have  to  pay  a  1  percent  tax  they  are  not 
now  paying.  Under  the  Nixon  plan,  they  would  have  to  pay  35  percent  of  the 
premium  they  are  not  now  iiaying. 

So  what  will  unions  do  when  they  go  into  negotiations  with  employers? 
They  will  be  protecting  union  meml)ers  as  they  always  do.  They  will  say  :  "We 
want  supplemental  insurance  to  cover  all  the  things  the  federal  insurance  pro- 
gram does  not  cover." 

If  Mills-Kennedy  is  enacted,  they  will  say  :  "We  want  you  to  al.so  pay  the  1 
percent  tax."  If  the  Nixon  plan  is  enacted,  they  will  say  :  "We  want  you  ta 
pay  the  full  premium."  And  they  will  get  it.  So  employers  will  pay  more  than 
they  would  pay  under  Health  Security. 

The  result  would  l)e  to  further  widen  the  gap  between  unionized  and  non- 
unionized  workers  in  America.  Widening  that  gap  would  give  unions  an  excel- 
lent argument  to  organize  imorganized  workers,  but  the  AFL-CIO  doesn't  want 
that  argument  in  organizing  campaigns.  Every  American  should  have  compre- 
hensive health  care  as  a  matter  of  right  and  we  shouldn't  have  two  standards 
of  health  care  in  America — a  superior  one  for  unionized  workers  and  an  inferior 
plan  for  unorganized  workers. 

Tlie  proper  role  for  government,  it  seems  to  us.  is  to  provide  comprehensive 
coverage.    Through   that   leverage,    the   health   care  system   will    be   forced   to- 
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evolvo  ^'roiu  one  oriented  solely  to  treating  sick  people  to  a  system  that  will 
try  to  keep  people  from  getting  sick  in  the  first  place. 

In  terms  of  financing,  the  Nixon  proposal  is  utterly  Inadequate.  Health,  Eklu- 
eatioii,  &  Welfare  Secretary  Caspar  Weinberger's  argument  that  the  Nixon 
plan  would  not  require  a  tax  increase  is  ludicrous. 

The  Nixon  Administration  bill  would  compel  employers  to  pay  health  insur- 
ance premiums  to  private  insurers.  The  Administration  is  not  fooling  anybody 
when  it  says  government  compulsion  to  pay  money  for  health  insurance  is  not 
a  tax. 

But  it  is  a  tax  in  the  worst  sense.  When  the  federal  government  levies  taxes 
it  is  for  a  specific  purpose  and  the  government  controls  the  way  it  is  spent. 
Under  the  Nixon  plan,  the  government  would  enforce  the  payment  of  these 
taxes  and  then,  in  effect,  turn  the  money  over  to  private — and  in  some  cases 
profit-making — insurance  carriers  with  only  the  most  minimal  regulations. 

COST  AND   QUALITY   CONTROLS 

The  strongest  cost  controls  are  strong  quality  controls.  The  elimination  of 
unnecessary  surgery  and  hospitalization  can  both  improve  the  quality  of  health 
care  received  by  the  American  people  and  reduce  its  cost.  Cost  controls  are 
specifically  neces.sary  on  physican  fee  schedules,  surgery  and  hospital  budget- 
ing. 

Health  Security,  Mills-Kennedy  and  the  Nixon  plan  all  would  establish  fee 
schedules.  But  only  Health  Security  would  require  all  physicians  to  accept  the 
fee  schedule  as  full  payment  for  services  rendered.  The  Nixon  plan  would  re- 
quire physicians  to  accept  the  fee  schedule  as  full  payment  only  for  persons 
covered  by  the  public  plan.  Thus  persons  covered  by  the  employer  plan  would 
become  preferred  patients  for  doctors  because  they  could  charge  these  people 
more — even  though  the  patient  and  not  the  program  would  pay  the  cost. 

Mills-Kennedy  requires  advance  approval  of  the  budgets  of  hospitals  and 
other  institutions,  and  institutional  providers  are  allowed  to  select  any  one  of 
a  number  of  prospective  methods  of  reimbursement.  However,  these  payment 
methods  are  not  spelled  out  in  the  bill.  They  are  to  be  developed  by  tlie  Ad- 
ministration after  consultation  with  providers,  organizations  representting  pro- 
viders, third  parties  and  "other  interested  parties  and  organizations." 

Mills-Kennedy  would  change  from  the  present  retroactive  cost-plus  reim- 
bursement .system  of  Medicare  to  prospective  cost-plus  reimbursement — hardly 
a  step  forward. 

Private  practitioners  would  be  reimbursed  on  the  basis  of  fee  schedules  set 
by  the  professional  community  itself.  However,  if  the  Social  Security  Adminis- 
tration determined  that  the  resulting  costs  would  exceed  those  actually  experi- 
enced in  1973,  adjusted  for  changes  in  prices  and  earnings,  the  fee  schedule 
would  be  revised  downward.  While  this  closely  follows  the  concept  of  budget- 
ing medical  expenditures  contained  in  Health  Security,  there  is  an  important 
difference :  Health  Security  would  pay  for  all  physician  services. 

Under  Mills-Kennedy,  a  participating  physician  would  have  to  agree  to  ac- 
cept the  fee  schedule  as  full  payment.  However,  non-participating  physicians 
would  be  free  to  charge  any  fee  they  want,  and  the  patients  would  have  to 
pay  any  exce.ss  amounts  over  the  fee  schedule  in  addition  to  the  deductible 
and  coinsurance. 

Since  all  medical  bills  would  be  covered  by  Health  Security,  physicians 
would  have  every  incentive  to  participate  and  the  system  would  retain  a 
strong  financial  handle  on  physicians'  fees.  Non-participating  physicians  would 
receive  no  direct  or  indirect  payments  from  the  Health  Security  program. 
Under  Mills-Kennedy,  non-participating  physicians  would  receive  indirect  pay- 
ments through  the  patient. 

Mills-Kennedy  would  virtually  lock-in  the  inefficient,  outmoded  fee-for-service 
system.  Unlike  Health  Security,  Mills-Kennedy  provides  no  alternative  methods 
of  paying  physicians,  such  as  by  capitation,  fee-for-time,  per  case  or  salary. 

Important  quality  control  provisions  of  Health  Security  were  dropped  in  the 
Mills-Kennedy  bill.  These  included  the  proposed  Quality  Control  Commission, 
national  licensure  standards  and  requiring  physicians  to  continue  their  educa- 
tion. 

Mills-Kennedy  does  retain  the  strong  controls  designed  to  curtail  unneces- 
sary surgery  that  are  in  Health  Security — requirements  for  consultation  and 


board  certification  for  surgeons  performing  surgery.  Otherwise,  Mills-Kennedy 
would  rely  on  Professional  Standards  Review  Organizations  (PSRO)  to  moni- 
tor the  quality  of  care.  Except  where  fee-for-service  doctors  have  faced  compe- 
tition from  prepaid  group  practice  plans,  physicians  simply  have  not  been  mo- 
tivated to  police  themselves. 

Therefore,  except  for  the  strong  control  designed  to  reduce  unnecessary 
surgery,  which  was  adopted  from  Health  Security,  the  cost  and  quality  con- 
trols of  Mills-Kennedy  are  weak. 

The  Nixon  plan  makes  no  provision  for  controlling  unnecessary  surgery. 

The  Nixon  plan  would  not  improve  the  present  hospital  budgeting  procedures 
under  Medicare.  Administration  spokesmen,  however,  assert  that  its  deductibles 
and  coinsurance  constitute  a  major  cost  control.  They  argue  that  patients 
should  shop  around  for  the  best  buys  in  medical  care.  This  is  nonsense.  The 
best  medical  care  is  not  necessarily  the  cheapest  and  the  patient  has  no  way 
to  determine  the  competence  of  a  physician  who  charges  less  than  another  doc- 
tor. 

Because  it  would  not  control  costs,  the  Administration  proposal  insures  fu- 
ture escalation  in  costs. 

REFORM  OF  THE  DELIVERY  SYSTEM 

The  reform  necessary  to  transform  the  health  care  delivery  system  from  an 
uncoordinated,  inefficient,  expensive  mess  into  an  efficient  system  that  delivers 
quality  health  care  to  all  the  American  people  will  not  be  easy.  It  cannot  be 
accomplished  by  a  baudaid  here,  a  new  program  there  and  just  more  money. 

First,  there  must  be  a  change  in  the  philosophy  of  delivering  health  care. 
The  almighty  dollar  must  be  replaced  by  a  commitment  to  improving  the  health 
of  the  American  people.  The  profit  motive  ethics  of  the  marketplace  have  not 
and  will  not  provide  needed  health  care  to  the  people. 

Secondly,  this  country  must  develop  organized  systems  of  delivering  health 
care.  Tliis  must  be  accomplished  as  part  of  a  total  program,  not  an  ancillai-y 
or  isolated  effort.  In  this  vein,  the  new  Health  Maintenance  Organization  pro- 
gram is  a  positive  step  forward. 

Health  Security  is  the  only  proposal  that  would  provide  integrated,  system- 
wide  reform  of  the  health  care  delivery  system.  This  does  not  mean  that 
Health  Security  would  scrap  the  existing  system,  as  has  been  charged. 
Through  various  incentives  and  a  Health  Resources  Development  Fund,  the 
system  would  be  encouraged  to  reform  itself. 

It  is  widely  recognized  that  the  present  fee-for-service  system  must  be  re- 
formed if  quality  health  services  are  to  be  made  available  to  all  of  the  Ameri- 
can people.  National  Health  Security  contains  incentives  for  both  providers 
and  consumers  to  join  organized  systems  for  delivering  health  care  such  as 
prepaid  group  practice  plans.  These  incentives  include  more  comprehensive 
services  for  consumers  and  better  pay  for  providers.  Alternate  methods  of  pay- 
ing physicians  are  provided  to  encourage  them  to  break  out  of  the  fee-for-serv- 
ice trap. 

The  Health  Resources  Development  Fund,  Mills-Kennedy  provides  no  incen- 
tives to  reform  the  system.  Moreover,  Mills-Kennedy  would  virtually  look  in 
fee-for-service  for  independent  practitioners — the  most  ineflBcient  of  all  health 
care  delivery  systems.  There  is  no  provision  in  the  bill  that  would  allow  pri- 
vate practitioners  to  be  paid  in  any  other  way,  such  as  capitation  or  salary. 

Moreover,  the  benefit  structure  and  financing  provisions  of  Mills-Kennedy 
might  not  be  compatible  with  prepaid  group  practice  plans  because  its  reim- 
bursement under  Mills-Kennedy  could  be  based  only  on  the  cost  of  covered 
services.  Because  the  prepaid  plan's  cost  for  covered  services  is  lower,  it  would 
have  no  funds  left  over  for  preventive  care  for  adults  or  to  cover  deductible 
and  coinsurance  charges  for  outpatient  services. 

Mills-Kennedy  could,  therefore,  act  as  a  barrier  to  changing  the  delivery  sys- 
tem and  perpetuate  the  fragmented  fee-for-service  system.  This  would  be  com- 
pounded under  Mills-Kennedy  because  different  intermediaries  would  be  used 
to  pay  institutional  and  professional  services,  thereby  continuing  the  fragmen- 
tation of  health  care  rather  than  fostering  integration  of  health  services. 

Because  the  Administration  proposal  does  not  come  to  grips  with  the  vital 
questions  of  financing,  it  would  not  provide  the  necessary  reform. 

The  President  says  co.st-sharing  by  the  patient  would  control  utilization  of 
services  and,  therefore,  cost.  However,  it  is  the  doctor  and  not  the  patient  who 
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makes  those  decisions.  To  the  extent  that  people  are  deterred  from  seeking 
early  treatment,  deductibles  increase  the  total  cost  of  medical  care. 

The  Administration's  cost  controls  depend  in  part  upon  developing  prepaid 
group  practice  plans  throughout  the  country,  but  the  Nixon  Administration's 
l>enefit  provisions  are  incompatible  with  these  plans  because  of  the  high 
deductibles  and  coinsurance.  The  Nixon  program  would,  therefore,  inhibit  the 
growth  of  prepaid  group  practice  plans  and  Health  Maintenance  Organizations. 

The  Nixon  plan  would  rely  on  the  states  to  establish  pro.spective  budgets  for 
hospitals  and  other  health  institutions.  But  the  states  have  not  demonstrated 
sufficient  competence  in  this  area  and  would  have  virtually  no  clout  with  recal- 
citrant institutions  because  the  states  would  not  control  any  funds.  The  insur- 
ance industry  would  have  all  the  money  for  health  services. 

Under  the  Nixon  plan,  states  would  negotiate  fee  schedules  with  the  medical 
profession.  But  physicians  would  only  be  required  to  accept  the  fee  schedule 
for  government-assisted  and  Medicare  beneficiaries.  Physicians  could  require 
additional  payments  on  covered  benefits  for  those  on  the  employe  plan ;  but 
these  payments  could  not  be  counted  toward  meeting  the  $1,500  ceiling  on  ex- 
penditures by  the  beneficiary. 

Thus,  the  reform  provisions  in  Health  Security  are  far  superior  to  either 
Mills-Kennedy  or  the  Nixon  plan. 

CONSUMER  INVOLVEMENT 

Under  Health  Security,  provision  is  made  for  consumer  involvement  at  all 
levels  of  administration.  It  requires  an  advisory  council,  composed  of  a  major- 
ity of  consumers,  at  all  levels  of  administration — national  regional  and  local. 

Under  Mills-Kennedy,  only  6  of  19  members  of  the  advisory  council  to  the 
Board  of  the  Social  Security  Administration  would  be  'public  members  ' — not 
necessarily  consumers.  Only  on  the  advisory  councils  to  the  National  Health 
Resources  Development  Board  and  the  long-term  care  program  would  there  be 
a  majority  of  consumers,  but  consumers  would  not  have  any  substantive  role 
in  the  overall  administration  of  the  program. 

The  Nixon  plan  envisions  no  role  for  consumers  at  all — other  than  paying 
the  bills. 

Thus  only  Health  Security  would  provide  a  significant  role  for  consumers  at 
all  levels  in  the  development  and  administration  of  the  nation's  health  pro- 
gram. For  too  long  the.se  decisions  have  been  made  by  doctors,  hospital  admin- 
istrators and  insurance  company  executives.  It  is  time  the  people  had  an  op- 
portunity to  say  what  they  need. 

Catastrophic  illnesses  and  their  resultant  huge  medical  bills  are  a  symptom, 
not  a  cause,  of  America's  health  care  crisis.  The  catastrophic  illness  bill  now 
before  Congress  would  thus  treat  only  the  symptom  and  not  the  root  cause. 

Catastrophic  insurance  is  a  mere  political  expediency.  It  takes  care  of  the 
headlines  about  families  with  $25,000  and  $50,000  medical  bills.  But  it  would 
not  provide  medical  care  to  the  millions  of  Americans  now  denied  that  care. 

Catastrophic  insurance  would  not  bring  down  the  cost  of  medical  care.  In- 
stead, it  would  make  it  more  expensive  by  emphasizing  the  most  expensive 
forms  of  treatment.  It  is  not  national  health  insurance  and  does  not  pretend  to 
be. 

The  AFL-CIO  strongly  supports  National  Health  Security  because  it  stands 
head  and  shoulders  above  every  proposal. 

There  is  talk  of  'compromise"  emanating  from  Congress,  and  good  national 
health  insurance  is  so  vital  to  America  that  tlie  AFL-CIO  is  prepared  to  work 
with  legislators  in  developing  a  national  health  insurance  program.  However, 
that  doesn't  mean  compromise  the  principles  essential  to  good  national  health 
insurance. 

Tliere  is  room  for  give-and-take.  There  is  room  for  agreement.  But  if  Mills- 
Kennedy  is  the  best    'compromise"  availal)le,  then  the  AFL-CIO  will  oppose  it. 

It  is  of  paramount  importance  that  Congress  not  rush  into  compromises  we 
all  will  later  regret.  National  health  insurance  should  be  a  major  issue  in  the 
fall  elections. 

The  94th  Congress  can  then  take  up  national  health  insurance  as  its  No.  1 
priority.  The  goal  can  then  be  the  best  legislation  and  not  just  a  "Compro- 
mise" that  can  get  past  the  President's  veto.  With  free  and  open  public  discus- 
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sion  of  the  merits  of  the  various  proi>osals,  the  94th  Congress  will  be  in  a  po- 
sition to  enact  a  good  national  health  insurance  program. 

Senator  Hart.  Now,  we  welcome  three  more  gentlemen  to  contrib- 
ute to  our  understanding — the  executive  director  of  the  California 
Commission  on  Regional  Medical  Programs,  Paul  Ward. 

I  think  that  Mr.  Ward  will  identify,  but  let  me  welcome  the  oth- 
ers :  Dr.  Bulger  and  Carl  Yordy. 

STATEMENTS  BY  DR.  ROGER  J.  BULGER,  EXECUTIVE  OFFICER,  IN- 
STITUTE OF  MEDICINE,  NATIONAL  ACADEMY  OF  SCIENCES,  AND 
PAUL  WARD,  CHAIRMAN,  INSTITUTE  OF  MEDICINE  COMMITTEE 
TO  DEVELOP  POLICY  STATEMENT  ON  HEALTH  MAINTENANCE 
ORGANIZATIONS:  ACCOMPANIED  BY  KARL  D.  YORDY,  SENIOR 
PROGRAM  OFFICER 

Dr.  Bulger.  Mr,  Chairman,  I  am  Dr.  Bulger,  and  we  thought  it 
appropriate  if  I  made  an  introductory  comment. 

I  am  pleased  to  be  here  today  to  represent  the  Institute  of  Medi- 
cine on  behalf  of  its  president,  and  to  comment  briefly  on  a  study  of 
health  maintenance  organizations  that  was  recently  completed  by  an 
Institute  committee. 

With  me  are  Mr.  Paul  Ward,  chairman  of  the  committee  to  exam- 
ine the  policy  implications  of  the  HMO  concept,  and  Mr.  Karl 
Yordy,  senior  program  officier  of  the  Institute  who  served  as  staff  to 
the  committee. 

Before  Mr.  Ward  presents  his  statement,  I  should  like  to  say  a 
few  words  about  the  Institute  of  Medicine  and  the  manner  in  which 
it  conducts  its  work. 

The  Institute  was  established  by  the  National  Academy  of  Sci- 
ences in  1970  to  bring  together  experts  in  a  variety  of  fields  and  oc- 
cupations to  examine  issues  of  health  policy  in  the  public  interest. 
The  Institute  has  an  elected  membership  which  currently  numbers 
207  men  and  women  and  may  ultimately  total  400. 

One  quarter  of  the  members  must  be  drawn  from  professions 
other  than  health  and  medicine — law,  economics,  public  administra- 
tion, engineering,  and  the  natural,  social,  and  behavioral  sciences. 

The  members  are  assisted  in  the  conduct  of  studies  and  analyses 
by  a  multidisciplinary  professional  staff  that  has  grown  fourfold 
during  the  past  2  years. 

The  Institute's  program  consists  of  both  internally  initiated  proj- 
ects and  projects  undertaken  at  the  request  of  Congress  and  the  ex- 
ecutive branch. 

The  Institute  depends  on  funds  from  private  organizations  to  con- 
duct a  sizable  portion  of  its  activities. 

The  study  Mr.  Ward  will  report  on  was  initiated  early  in  1973  by 
the  Institute  of  IMedicine  in  recognition  of  the  importance  of  the 
health  maintenance  organization  as  an  instrument  for  improving  the 
organization  and  efficiency  of  health  services  in  this  country. 

The  work  of  the  Institute  Committee  and  subsequent  policy  report 
were  financed  from  funds  made  available  to  the  Institute  for  short- 
term  projects  by  a  major  private  foundation. 
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Mr.  Ward  is  executive  director  of  the  California  Committee  on 
Regional  Medical  Programs.  Assisting  him  in  the  analj^sis  of  the 
HMO  model  were : 

Dr.  Barry  S.  Dorfman,  public  health  director  for  the  Hum- 
boldt-Del  Norte  Counties  of  California. 

Dr.  H.  Phillip  Hampton,  a  practitioner  of  internal  medicine  in 
Tampa,  Fla. 

Dr.  Donald  C.  Harrington,  medical  director  of  the  Foundation  for 
Medical  Care  of  San  Joaquin  County  in  California,  and  continues  in 
the  private  practice  of  obstetrics. 

Dr.  James  G.  Haughton,  executive  director  of  Health  and  Hospi- 
tals Governing  Commission  of  Cook  County,  111. 

Mr.  Clark  Havighurst,  professor  of  law  and  director  of  the  Com- 
mittee on  Legal  Issues  in  Health  Care  at  Duke  University. 

Dr.  Herbert  E.  Klarman,  professor  of  economics  in  the  Graduate 
School  of  Public  Administration  of  New  York  University. 

Dr.  Harold  F.  Newman,  director  of  Group  Health  Cooperative  of 
Puget  Sound. 

Mr.  Robert  E.  Patricelli,  vice  president  of  Greater  Hartford  Proc- 
ess, Inc.,  an  organization  concerned  with  urban  planning  in  Connect- 
icut. 

Mr.  James  A  Vohs,  executive  vice  president  of  Kaiser  Foundation 
Medical  Care  Program. 

The  Committee's  report  will  be  released  to  the  public  next  month. 
Responsibility  for  its  substantive  aspects  rests  with  the  Committee. 

The  recommendations  made  do  not  necessarily  reflect  the  judg- 
ment and  opinions  of  the  Institute's  governing  council  or  of  the 
membership  at  large. 

Institute  committees  are  appointed  by  the  President  with  the  ap- 
proval of  the  Academy.  An  effort  is  made  in  each  case  to  achieve  a 
balanced  representation  of  relevant  disciplines  and  to  select  people 
who  are  best  suited  to  address  particular  issues,  even  though  they 
may  not  all  be  members  of  the  Institute. 

Each  report  issuing  from  a  study  committee  is  revieAved  by  an  in- 
dependent group  of  qualified  individuals,  all  lOM  members,  accord- 
ing to  procedures  established  and  monitored  by  the  National  Acad- 
emy of  Sciences. 

i  shall  now  turn  the  discussion  over  to  Mr.  Ward. 

Mr.  Ward.  Mr.  Chairman,  we  are  very  happy  to  be  able  to  discuss 
this  report  with  you  today.  We  feel  that  it  is  timely,  and  we  feel 
that  it  does  touch  on  at  least  one  aspect  of  the  study  before  you. 

Senator  Hart.  Let  m(^ — lest  it  be  overlooked — order  that  the  study 
just  identified  be  printed  in  the  record. 

[The  study  referred  to  appears  as  exhibit  1  at  the  end  of  this  pan- 
el's testimony.] 

Mr.  Ward.  Very  good.  Thank  you,  Mr.  Chainnan.  We  were  going 
to  make  that  request  and  we  are  happy  that  you  beat  us  to  it. 

In  my  testimony  today  I  would  like  to  summarize  the  key  find- 
ings, if  I  may,  and  recommendations  of  the  leport  developed  by  the 
Institute's  committee. 

"Health  maintenance  organization''  [HMO]  is  a  relatively  new 
term,  identifying  a  long-established  method  of  delivering  health 
services. 


51 

HMO's  provide  an  alternative  method  of  providing  and  paying 
for  medical  care  as  compared  with  the  prevailing  fee- for-ser vice  sys- 
tem, largely  prepaid  through  health  insurance. 

The  extensive  public  debates  concerning  HMO's,  culminating  in 
the  recent  passage  by  the  Congress  of  the  Health  Maintenance  Orga- 
nization Act  of  19T^>.  are  indications  of  the  controversies  generated 
by  the  prospect  of  more  widespread  competition  among  methods  for 
providing  and  paying  for  medical  care. 

Therefore,  the  policy  issues  surrounding  the  development  of 
HMO's  as  a  viable  alternatives  are  pertinent  to  this  subcommittee's 
interest  in  the  nature  of  competition  within  the  health  care  market. 

In  the  course  of  its  deliberations,  the  Institute's  committee  com- 
missioned several  background  studies  to  provide  additional  informa- 
tion and  made  site  visits  to  a  variety  of  existing  and  developing 
HMO's  in  the  Pacific  Northwest.  The  report  was  based  on  these  ac- 
tivities and  on  the  prior  knowledge  and  experience  of  the  members 
of  the  Committee. 

The  HMO  Act  of  1973  was  enacted  after  the  major  work  of  our 
Committee  was  completed.  We  believe,  however,  that  the  policy 
statement  provides  a  coherent  policy  framework  for  evaluating  the 
new  legislation  and  the  need  for  further  actions  concerning  HMO's. 

Our  Connnittee  turned  firet  to  examination  of  the  evidence  con- 
cerning HJMO  performance.  After  reviewing  the  extensive  literature 
on  this  matter,  the  Committee  concluded  that  HMO's  can  and  do 
perform  favorably,  although  the  methods  used  to  measure  effective- 
ness have,  in  some  instances,  been  rather  limited. 

The  Committee  could  find  no  justification  in  the  record  to  date  for 
the  exclusionary  laws,  policies,  practices  and  attitudes  that  affect 
HMO  development. 

While  the  evidence  would  support  wider  availability  of  HMO's  as 
a  viable  alternative  for  the  consumer  of  health  services,  in  reality 
this  option  is  available  to  only  a  small  portion  of  the  American  pop- 
ulation. 

At  present,  numerous  obscacles — some  legal,  some  institutional, 
and  others  simply  inherent  in  consumer  and  provider  attitudes — pre- 
vent or  significantly  inhibit  HMO  development. 

The  Institute  Committee  adopted  its  guiding  principle  as  the  re- 
moval of  these  obstacles.  The  Committee  advocates  a  "fair  market 
test"  for  the  HMO  concept. 

Equity  in  the  marketplace  would  require  the  prompt  removal  of 
existing  barriers  while  denying  any  special  advantage  for  HMOs  in 
competing  with  the  rest  of  the  system. 

Even  if  the  obstacles  to  wider  HMO  development  are  eliminated 
through  policy  actions,  our  Committee  does  not  anticipate  that 
HMO's  will  soon  obtain  a  dominant  position  in  the  health  care  sys- 
tem. 

The  prevailing  system  will  continue  to  flourish  under  the  condi- 
tions of  a  fair  market  test.  In  the  long  run,  the  relative  roles  of 
HMO's  and  fee-for-service  medicine  will  depend  on  the  capacity  of 
each  to  satisfy  consumer  expectations  and  on  the  ability  of  the  pre- 
vailing system  to  respond  to  the  price  competition  of  HMO's. 

Active  competition  in  health  care  delivery  should  redound  to  the 
benefit  of  the  public  by  encouraging  a  proper  balance  between  high- 
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quality  medical  care  and  attention  to  costs.  The  wider  availability  of 
HMO  services  will  not  by  itself  alleviate  all  of  the  problems  of  our 
health  care  system,  but  we  believe  that  it  will  enable  a  more  effective 
role  for  consumer  choice,  both  individually  and  collectively. 

There  are  some  g:eneral  conditions  to  be  established  before  a  fair 
market  test  of  the  HMO  concept  can  be  achieved.  First,  the  systems 
for  financing  health  care  must  permit  the  consumer  to  choose  among 
delivery  systems  on  the  basis  of  the  scope  of  a  benefit  package  and 
the  convenience  and  quality  of  the  care  provided. 

The  methods  of  payment  to  HMO's  and  other  providers  must 
allow  m.ore  efHcient  health  care  delivery  systems  to  be  rewarded  in 
proportion  to  their  greater  efficiency. 

This  means  eliminating  cost  reimbursement  mechanisms  for 
HMO's  and  other  organized  systems  and  developing  new  payment 
methods  that  preserve  incentives  for  efficiency. 

Another  general  condition  that  must  be  met  is  the  maintenance  of 
reasonably  competitive  conditions.  Active  intervention  by  Govern- 
ment may  be  necessary  to  maintain  an  effective  market  that  stimu- 
lates acceptable  performance  in  terms  of  both  costs  and  quality. 

One  possible  threat  to  the  vigor  of  competition  in  health  services 
may  lie  in  the  activities  of  the  organized  medical  profession. 

Antitrust  law  has  been  applied  in  the  past  to  curb  the  most  overt 
anticompetitive  practices,  but  more  subtle  dangers  may  now  exist. 

Although  foundations  for  medical  care  have  desirable  features  to> 
foster  competition,  they  may  also  be  converted  to  monopolistic  pur- 
poses and  their  activities  should  be  monitored  under  antitrust  princi- 
ples to  assure  that  exclusionary  practices  have  not  been  adopted.  If 
these  potential  dangers  are  guarded  against,  the  foundations  can 
bring  to  the  public  many  of  the  benefits  of  HMO-type  care. 

Another  important  factor  in  maintaining  competitive  conditions  is. 
the  independence  of  HMO's  from  the  prevailing  fee-for-service  sec- 
tor. 

If  HMO's  are  sponsored  by  medical  societies,  comnnmity  hospi- 
tals, universities,  or  other  groups  that  are  subject  to  strong  influence 
by  the  prevailing  system,  limits  may  be  placed  on  the  HMO's  com- 
petitive impact. 

For  example,  an  HMO  formed  luider  the  auspices  of  a  community 
hospital  might  be  encouraged  by  its  medical  staff'  to  expand  services, 
among  the  poor  and  near-poor  but  might  find  itself  pressured  not  to 
compete  aggressively  for  middle  class  enrollees. 

An  HMO  sponsored  by  a  consumer  group  or  other  independent 
organization  not  connected  with  existing  providers  would  be  less 
subject  to  pressures  to  limit  competition. 

Some  of  the  most  effective  and  rapidly  expanding  HMOs  have 
been  cliaracterized  by  a  strong  degree  of  independence. 

The  importance  of  this  independence  is  one  of  the  reasons  that  our- 
Committee   believes   that   establishment   of    profit-oriented    HMO's 
should  not  be  prohibited. 

If  these  general  conditions  are  met,  many  other  specific  obstacles, 
impair  the  ability  of  HMO's  to  enter  the  market  or  compete  on. 
equal  terms. 
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Time  does  not  permit  a  discussion  of  the  full  range  of  these  obsta- 
cles, but  even  a  quick  listing  shows  that  they  are  formidable  in  ag- 
gregate. 

I^gal  barriers  have  been  imposed  by  statutes  which  have  virtually 
excluded  all  types  of  HMO's  in  a  number  of  States. 

Some  States  have  tried  to  regulate  HMO's  as  an  insurance  com- 
pany with  inappropriate  effects  for  the  HMO. 

Others  have  enacted  certificate-of-need  laws  that  have  tended  to 
limit  the  development  6f  HMO's  in  their  areas. 

State  laws  and  regulations  governing  licensure  of  health  man- 
power can  restrict  the  opportunity  for  HMO's  to  pursue  greater  ef- 
ficiency or  responsiveness  to  consumer  needs  through  innovations  in 
manpower  use. 

Most  of  these  legal  barriers  were  not  created  with  the  inhibition 
of  HMO's  in  mind,  but  they  all  have  peculiar  effects  on  HMO's  that 
limit  their  ability  to  compete  equally  as  alternatives  for  care. 

Other  obstacles  are  professional  in  nature,  ranging  from  the  kind 
of  orientation  the  physician  receives  during  his  training  to  proce- 
dures for  hospital  staff  appointments. 

In  both  cases  procedures  and  attitudes  at  variance  with  those  re- 
quired for  practice  in  an  H]MO  setting  are  inculcated,  particularly  a 
lack  of  concern  with  decision  processes  that  conserve  scarce  re- 
sources. 

PSRO's  represent  a  new  development  with  a  potential  to  harass 
the  efl'ective  operation  of  HMO's  through  the  use  of  inappropriate 
professional  review  procedures. 

The  Committee  also  examined  the  obstacles  to  meeting  the  capital 
needs  of  HMO's  for  planning  and  initiation  costs,  as  well  as  expan- 
sion. 

Another  series  of  problems  relates  to  the  difficulties  in  marketing 
HMO  plans.  Up  to  this  time,  the  most  significant  of  these  barriers  is 
the  lack  of  dual  or  multi])le  clioice  offered  to  many  employee  groups, 
including  limitations  of  choice  in  some  publicly  supported  programs. 

Other  problems  are  raised  by  the  lack  of  information  available  to 
consumers  about  HMO's,  a  situation  accentuated  by  limitations  on 
advertising  tliat  restrict  HlNIO's  as  providers  from  following  the  ad- 
vertising practices  of  competing  insurance  plans. 

Staff  recruitment  is  also  a  problem,  especially  if  HMO  physicians 
are  required  to  cut  all  of  their  ties  with  fee-for-service  practice. 

An  organizational  problem  is  the  limited  availability  of  manage- 
ment skills  which  are  attuned  to  the  particular  tasks  involved  in  de- 
veloping and  administering  an  HMO. 

For  eliminating  or  reducing  most  of  these  obstacles,  our  Commit- 
tee has  recommended  specific  policy  actions.  The  recommendations 
represent  an  aggressive  public  policy  stance  justified  by  the  concept 
of  the  fair  market  test. 

True  equality  of  opportunity  is  strong  medicine  in  this  field  as 
well  as  other  areas  of  social  endeavor. 

Our  Committee  also  has  addressed  the  A^ery  difficult  and  complex 
qu.ility-of-care  issue.  Much  of  the  controversy  over  the  HMO  con- 
cept is  generated  by  those  who  are  skeptical  about  the  standard  of 
cai  e  furnished  by  HMO's. 
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Our  Committee  could  not  find  agreed-upon  evidence  that  detri- 
mental economizing  lias  occurred,  but  we  recognize  that  the  role  of 
consumer  choice  has  significant  limitations  in  dealing  with  many  as- 
pects of  quality. 

Therefore,  the  Committee  has  recommended  a  series  of  regulatory 
measures  that  are  intended  to  assure  the  consumer  that  quality 
standards  are  met. 

In  addition,  the  Committee  has  recommended  measures  calling  for 
the  disclosure  of  information  which  would  strengthen  the  role  of 
consumer  choice. 

The  Committee  has  recommended  very  strongly,  however,  that  the 
quality  of  care  provisions  should  be  matched  by  equal  reguUition  of 
the  quality  of  care  throughout  the  entire  health  system  so  that  the 
imposition  of  special  reguhitory  controls  over  the  quality  of  HMO's 
will  not  serve  as  a  new  impediment  to  the  fair  market  test. 

The  provisions  of  the  HMO  Act  of  1973  are  a  clear  recognition  by 
the  Congress  tliat  obstacles  to  HMO  development  need  to  be  re- 
moved if  they  are  to  offer  a  moi'e  effective  competitive  alternative 
within  the  American  health  care  system. 

For  example,  the  provisions  of  the  H]MO  Act  overriding  restric- 
tive State  laws  and  mandating  an  HMO  choice  in  the  health  benefits 
provided  by  most  hirger  employers  are  major  advances  toward  our 
Committee's  objective,  although  these  advances  are  restricted  to 
those  HMO's  meeting  the  other  requirements  of  the  act. 

Specific  comparision  of  the  provisions  of  Public  Law  93-222  with 
our  Committee's  recommendations  makes  clear,  however,  that  the 
Federal  legislation  intended  to  assist  the  establishment  of  HMO's 
will  not  be  adequate  to  effectuate  the  Committee's  recommended  pol- 
icy unless  further  changes  are  made  in  Federal  and/or  State  legisla- 
tion, the  Federal  programs  providing  payment  for  medical  services 
and  Federal  or  State  quality  assurance  programs. 

Remaining  priorities  for  action  include:  (1)  enactment  of  State- 
enabling  legislation  permittmg  the  fmictioning  of  HMO's,  including 
for-profit  HMO's  and  supporting  flexibility  and  competitive  equal- 
ity; 

(2)  enactment  of  provisions  within  State  certificate-of-need  laws 

and  Federal  laws  requiring  approval  of  capital  expansion  to  allow 
HMO's  the  necessary  flexibility  to  construct  or  acquire  facilities  to 
meet  the  needs  of  their  enrollees ; 

(3)  the  prox'ision  in  any  Federal  health  insurance  legislation  for 
payment  to  HMO's  on  a  prospective  rate  basis  including  factors  re- 
flecting the  capital  needs  of  HMO's ; 

(4)  adoption  of  standards  and  mechanisms  for  the  review  and  as- 
surance of  high-quality  services  provided  by  HMO's,  along  with 
equivalent  standards  and  mechanisms  adopted  for  the  fee-f or-service 
sector. 

One  specific  point  of  direct  conflict  between  our  Committee's  rec- 
ommendations and  the  HMO  Act  concerns  the  act's  specification  of  a 
comprehensive  array  of  services  which  an  HMO  must  provide  to  be 
eligible  for  the  benefits  of  the  act. 

Our  Committee  has  recommended  that  rigid  requirements  for  ben- 
efits and  services  beyond  basic  out-patient  and  in-patient  services  not 
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1)0  imposed  on  H^SIO's  in  order  that  they  can  have  the  maximum  flex- 
ibility in  adapting  themselves  to  the  available  resources  and  needs  of 
their  community. 

As  long  as  health  insurance  is  voluntary,  the  HISIO  must  be  able 
to  compete  in  the  health  care  market  where  the  attractiveness  of  a 
plan  will  l)e  considered  in  terms  of  the  potential  enrollee's  financial 
ability  and  willingness  to  pay. 

By  requiring  a  very  wide  array  of  basic  and  supplemental  serv- 
ices, including  such  items  as  preventive  dental  services  not  usually 
included  in  health  insurance  programs,  the  HJSIO  Act  may  in  fact 
have  put  HMO's  at  a  competitive  disadvantage  until  national  health 
insurance  mandates  an  equivalently  broad  array  of  benefits  for  the 
fee-for-service  sector. 

In  conclusion,  our  Committee  believes  that  the  benefits  of  HMO 
development  will  accrue,  not  only  to  those  consumers  who  choose  to 
enroll  in  HIVIO's,  but  to  other  consumers  as  well,  for  the  HMO  has 
demonstrated  a  capacity  to  stimulate  desirable  changes  and  increased 
efRcioncy  in  the  entire  health  care  system. 

However,  in  order  to  guarantee  a  fair  market  opportunity  for 
HMO's,  there  must  be  a  consistent  Government  policy  toward 
HMO's. 

Our  Committee  believes  that  Government  has  an  obligation  to  lead 
tlie  way  in  removing  obstacles  which  inhibit  those  conditions  where 
HMO's  can  be  subject  directly  to  the  choice  of  people  in  their  capac- 
ity as  consumers  of  health  care. 

Thank  you  very  much,  Mr.  Chairman.  I  would  be  glad  to  respond 
to  any  questions  you  may  have  concerning  the  specific  findings  and 
recommendations  of  our  Committee's  report. 

Senator  Hart.  I  wonder  if  we  could  develop  a  little  more  fully,  so 
we  might  better  understand  it,  the  point  you  make  that  the  founda- 
tions for  medical  case,  while  desirable,  may  be  converted  to 
monopolistic  purposes. 

What  is  a  "foundation  for  medical  care"  and  how  does  it  differ 
from  an  HMO  ^ 

]Mr.  Ward.  "Well,  the  foundation  for  medical  care  developed  for 
the  most  part  in  a  big  way,  essentially,  after  World  War  II. 

It  so  happens  at  least  that  the  foundation  that  gets  credit  for 
being  the  first  of  its  magnitude  anyway  is  the  so-called  San  Joaquin 
Foundation  for  Medical  Care. 

jSIany  reasons  have  been  given  for  its  organization,  but  I  think  the 
most  widel}'  accepted  reason  was  that  Kaiser  was  flourishing  at  that 
time  as  a  medical  care  system  in  the  east  bay  in  California,  and  it 
began  to  develop  ideas  of  expansion. 

!Manv  of  the  doctors  around  the  State  looked  askance  at  Kaiser 
and  didn't  particularly  want  Kaiser  to  come  into  the  community. 

At  the  same  time  they  saw  the  advantages  of  having  a  kind  of  or- 
ganized care  like  Kaiser  had,  and  there  was  an  obvious  recognition 
that  many  patients  were  pleased  with  the  kind  of  care  that  they  re- 
ceived there  and  the  kind  of  accessibility  to  care  that  they  had  that 
they  didn't  always  enjoy  in  other  places. 

So,  the  foundations  organized  much  along  the  same  way  that  the 
Kaiser  system  liad  been  organized  on  a  group  basis,  except  they  at- 
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tempted  to  bring  all  of  the  doctors  in  and  preserve  their  fee-for- 
service  concept,  so  far  as  the  individual  physician  was  concerned, 
but  had  the  total  physician  organization,  which  is  the  foundation, 
except  the  risk  for  the  cai'e  being  rendered  in  terms  of  the  dollai-s. 

And  the  foundation  at  one  point  in  time  pursued  a  cost  protection 
insurance  which  took  care  of  the  catastrophic  cases  and  protected 
the  individual  physicians  against  any  degree  of  great  risk  or 
unusual  risk  that  might  occur  because  of  unusual  happenings. 

But  the  foundation  continued  to  develop  along  this  kind  of  orga- 
nized line  and  then  expanded  into  other  communities  in  the  1950*s, 
and  more  so  in  the  lOGO's  after  medicaid  and  medicare  came  into  ex- 
istence and  began  to  provide  opportunities  for  contracts  for  services 
to  a  given  number  of  people. 

So  they  are  essentially  a  contracting  body  for  the  delivery  of  serv- 
ice on  a  fixed — on  a  total,  fixed  cost — for  the  total  contract,  but  at 
the  same  time,  unlike  the  Kaiser  system,  preserving  the  fee  for  serv- 
ice within  the  organization. 

Senator  Hart.  What  exclusionary  practices  should  be  suggested  or 
attached  to  this? 

]Mr.  Ward.  I  think  what  we  are  saying  here  is  that  historically  the 
foundations  have  flourished  better  in  semi-rural  areas.  This  is  not 
completely  true,  but  it  was  true  to  a  large  degree  up  until  the  last 
couple  of  years. 

This  has  a  tendency,  then,  to  liave  every  ]")hysician  in  that  commu- 
nity become  a  member  of  the  foundation.  The  foundation  then  be- 
comes the  monopoly  deliverer  of  care  witliin  that  area,  and  this  may 
pose  some  problems  in  terms  of  quality  and  other  considerations. 

Senator  Hart.  Now,  I  can't  pretend  to  have  read  and  hence  under- 
stand fully  your  Committee's  report  on  health  maintenance 
organizations. 

But  I  have  had  a  chance  to  leaf  through  it  and  those  judgments  I 
respect  on  the  staff  will  confirm  my  questioning.  It  is  a  document 
that  will  be  honestly  helpful  for  all  of  us  as  we  try  to  understand 
better  these  complex  issues. 

We  are  grateful  that  it  surfaced  at  this  time. 

Mr.  Ward.  Thank  you. 

Senator  Hart.  Dr.  Caper  for  Senator  Kennedy  ? 

Dr.  Caper.  ISIr.  Warcl,  would  the  purpose  of  a  national  insurance 
program  with  a  range  of  benefits  at  least  as  broad  as  the  benefit  re- 
quirements for  the  HINIO  alleviate  some  of  the  problems  the  Insti- 
tute of  Medicine  Committee  has  cited  ? 

Mr.  Ward.  In  terms  of  the  benefit  package,  I  would  suppose  that 
that  would  eliminate  a  large  part,  if  not  all  of  it,  if  the  benefit  pack- 
age was  comparable. 

Dr.  Caper.  Would  you  consider  any  of  the  services  required  within 
the  basic  benefit  package  of  the  HMO  law  to  be  unnecessary  or  su- 
perfluous ? 

Mr.  Ward.  Well,  I  can't  speak  for  the  whole  Committee  on  that, 
because  I  don't  think  w^e  considered  the  question  of  what  benefits  are 
superfluous,  but  as  the  father  of  eight  children,  I  don't  believe  any 
of  them  are  superfluous,  if  I  could  answer  you  personally. 
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Dr.  Cx\PER.  So  if  the  children  need  it,  you  have  to  pay  for  it  any- 
way, whether  or  not  the  insurance  covers  it  ? 

Mr.  Ward.  Right. 

Dr.  Caper.  Your  Committee  recommends  tlie  adoption  of  quality 
standards  applicable  to  the  fee-for-service  sector  equivalent  to  those 
required  of  HlNIO's. 

Would  you  expand  on  that  concept?  Do  you  believe,  for  example, 
that  the  requirements  of  the  HMO  law  are  too  strict,  or  if  the  fee- 
for-service  sector  is  too  lax  ? 

Mr.  Ward.  Well,  I  think  that  anyone  that  has  looked  at  our  health 
care  system  will  have  to  admit  that  the  quality  of  care  varies  greatly 
from  area  to  area,  or  from  institution  to  institution,  or  from  office  to 
office,  for  that  matter. 

It  just  so  happens  that  in  an  organization  like  an  H]MO,  it  is  pos- 
sible to  give  much  more  attention  to  finality  because  it  is  a  managed 
sj'stem,  and  where  you  have  managed  systems  and  record  capal^ilities 
and  the  ability  to  attach  to  those  records  medical  audit  considera- 
tions and  the  rest,  naturally,  I  think  3'ou  have  a  greater  opportunity 
to  require  a  higher  degree  of  quality  and  see  that  it  is  delivered. 

I  think  the  maintenance  of  high  quality  standards  in  the  fee-for- 
service  sector  is  much  more  difficult,  and  I  am  not  one  who  will  even 
attempt  to  say  how  that  will  be  done. 

I  think  medical  audit,  though,  is  the  only  inroad  that  we  have 
made.  And  if  the  medical  audit  system  and  procedures  apply  equally 
to  everyone,  I  would  suppose  we  would  have  a  greater  degree  of 
equality  than  we  do  today. 

Dr.  Caper.  I  suppose  the  basis  used  with  respect  to  the  PIMO  law 
and  requirements  it  imposes  upon  HMO's  which  are  not  generally 
required,  whether  they  be  with  respect  to  quality  or  whether  they  be 
with  respect  to  an  HMO's  obligation  to  enroll  a  person  regarclless 
of  his  prior  health  history  and  his  anticipated  requirement  for  serv- 
ices is  whether — and  assuming  that  the  Committee  is  correct  in  their 
observation  that  this  may  place  HMO's  at  a  competitive  disadvan- 
tage—suppose the  basic  policy  is  whether  the  standards  established 
in  the  HMO  Act  should  be  loosened  or  whether  the  rest  of  the 
health  industry  ought  to  be  looked  at  and  made  to  comply  with  some 
of  their  standards. 

Can  you  make  a  judgment  concerning  which  you  think  would  be 
in  the  public  interest  ? 

Mr.  Ward.  Well,  I  think  when  the  Committee  was  addressing  the 
question  of  a  fair  market  test  they  were  in  effect  saying  that  in 
order  to  have  the  fair  market  test  everything  had  to  be  equal,  and 
whether  or  not  you  bring  up  the  lower  end  of  the  thing  to  the 
higher  end,  or  bring  the  higher  end  down  to  meet  the  lower,  all  we 
are  saying  is  for  HMO's  to  succeed  there  had  to  be  equality. 

I  don't  think  we  addressed  the  question  as  to  whether  we  should 
bring  everything  up  to  HMO's  or  guide  everything  down. 

We  were  dealing  with  the  practical  question,  and  the  practical 
question  was  getting  HlSlO's  started. 

Dr.  Caper.  Would  any  members  of  the  panel  care  to  comment  on 
that? 
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Mr.  YoRDY.  I  would  just  make  the  comment  that,  of  course,  the 
'charge  to  this  Committee  by  the  Institute  of  IMedicine  was  to  exam- 
ine policies  affecting  HMO's,  and  in  a  sense,  to  address  the  question 
that  you  have  raised,  the  Committee's  charge  would  have  had  to 
liave  been  expanded  to  be  concerned  with  what  ought  to  happen  gen- 
■erally  with  regard  to  the  health  care  system  in  terms  of  quality  sys- 
tems and  so  forth. 

And  tlie  Committee  did  focus  its  attention  on  the  question  specifi- 
cally concernijig  HMO. 

Dr.  Caper.  Thank  you,  Mr.  Chairman. 

Senator  PIart.  Mr.  Chumbris  ? 

Mr.  CiirMBRTS.  I  have  no  questions,  Mr.  Chairman. 

I  think  that  the  colloquy  that  Senator  Hruska  had  witli  the 
previous  witness  and  the  colloquies  that  we  had  also  with  Dr.  Stein- 
feld  brought  the  matters  that  we  wanted  to  bring  out  during  these 
hearings  to  bring  the  proper  balance  to  the  issue.  They  are  applica- 
ble also  to  the  National  Academy  of  Sciences  witnesses. 

Thank  you,  Mv.  Chairman. 

Senator  Hart.  Mr.  Sharp  ? 

Mr.  Sharp.  Thank  you,  ^Ir.  Chairman. 

IMr.  Ward,  in  your  statement  j^ou  discuss  the  obstacles  to  H]MO's 
which  are  "professional  in  nature,"  indicating  the  kind  of  orienta- 
tion the  physician  receives  during  his  training,  et  cetera. 

You  go  on  to  discuss  the  potential  thrust  professional  standard  re- 
view oi'ganizations,  PSRO's  might  have  on  the  development  of 
HMO's.  ^ 

NoAV,  correct  me  if  I  am  wrong,  but  it  is  my  understanding  that 
under  the  PSRO  Act,  which  was  an  amendment  to  the  Social  Secu- 
rity Act  of  1972,  local  medical  societies  and  State  medical  societies 
and  associations  are  precluded,  themselves,  from  being  PSRO's,  and 
this  has  led  to  an  impetus  or  a  movement  for  further  expansion  of 
the  doctor-controlled  foundations  for  medical  care  so  that  the 
PSRO's  can  be  implemented  in  the  States. 

If  this  can  expand  the  kind  of  obstacles  that  you  see,  it  could  be 
categorized  professional  in  nature;  namely,  organized  medical  socie- 
ties and  their  foundations. 

Mr.  Ward.  I  think  it  is  still  a  big  question  about  how  PRSO's  are 
•going  to  be  eventually  organized.  I  think  everj^body  has  an  idea 
rabout  what  is  going  to  happen,  but  when  you  try  to  get  these  ideas 
together,  you  very  seldom  find  that  they  are  similar. 

The  thing  the  Committee  faced  was  if  one  side  of  the  medical  de- 
livery system  tended  to  control  the  PSRO,  the  other  side  at  least 
would  not  feel  that  it  was  obtaining  justice  in  some  of  the  decisions 
that  were  made. 

Now,  in  many,  many  cases  it  is  the  fear  that  justice  won't  be  re- 
ceived that  is  the  far  greater  damaging  factor,  than  what  it  actually 
does. 

Those  that  have  been  working  in  the  HMO  field  feel  that  the 
PSRO's  could  be  used  to  stifle  HMO  development,  simply  by  the 
way  it  is  constituted. 

Now,  it  is  true  that  medical  societies  can't  be  the  PSRO's,  but 
suppose  we  can  get  a  foundation  developed  in  a  given  community 
and  the  foundation-type  organization  does  become  the  PSRO  ? 
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In  the  past — and  this  is  not  to  be  critical  of  foundations,  because 
they  liave  done  a  good  job — but  in  the  past  the  foundations  have 
been  essentially  anti-HMO.  That  was  the  whole  reason,  historically, 
for  their  develo])ment. 

So  naturaily,  the  group  practice,  or  HMO  people,  feel  that  they 
wouldn't  get  exactly  a  fair  shake  if  the  PSRO  were  controlled  by 
the  foundation. 

]\[r.  Sharp.  Well,  this  subcommittee  anticipates  hearing  evidence 
o{  allegations  about  two  areas  of  the  country — one,  Texas;  and  later 
this  month  the  State  of  Washington, 

Basically,  the  allegations  concern  the  HEW  guidelines  and  the 
PSRO.  For  example,  in  Texas,  HEW  wanted  nine  regions — the 
Texas  Medical  Association  just  yesterday  announced  that  they  are 
raising  $100  a  physician  to  fight  the  PSRO'S  and  HEW,  and  that 
they  want  to  control  their  own  peer  review  through  the  Texas  ]Medi- 
cal  Foundation. 

But  now,  through  certain  alleged  political  pressures,  there  is  one 
statewide  PSRO  being  sponsored  through  the  Washington  State 
Medical  Society. 

So  this  is  a  real  problem,  wouldn't  you  say  ? 

JNIr.  Ward.  I  think  that  it  is  a  real  problem,  yes.  But  again,  as  I 
said  earlier,  I  don't  believe  that  we  have  settled  down  to  the  point 
\v'here  we  actually  have  definitive  knowledge  about  which  way  the 
PSRO's  are  going  to  go. 

It  is  still  early  enough  to  do  something  about  it. 

Mr.  Sharp.  I  understand,  but  I  guess  the  point  is  if  you  are  going 
t<j  achieve  the  fair  market  test  for  health  maintenance  organizations 
tliey  have  to  be  able  to  compete  with  fee  for  service;  and  fee-for- 
sr-,rvice  is  organized  under  foundations  for  medical  care  with 
PSRO's. 

These  barriers,  restrictions,  and  attitudes  will  have  to  be  broken 
down  ;  isn't  that  so  ? 

Mr.  Ward.  There  has  to  be  a  feeling  on  the  part  of  the  people  that 
are  in  IDIO's,  or  that  are  developing  HMO's,  that  the  PSRO  mech- 
anism is  a  free  and  objective  organization. 

Mr.  Sharp.  One  last  question,  j\Ir.  Chairman. 

It  seems  that  a  great  deal  of  coordination  is  necessary  on  a  num- 
ber of  fronts.  Federal  and  State,  legislative  and  executive,  in  order 
to  guarantee  the  fair  market  opportunity  for  H]\IO's. 

Do  you  feel  that  there  is  a  large  enough  constitutency  for  HiSIO's; 
that  is,  a  counter-balancing  force  to  overcome  the  legal,  institutional, 
and  other  barriers  wliich  presently  exist  ? 

jSIr.  Ward.  Well,  let  me  put  it  this  way.  Where  the  leadership  is 
developed  to  form  HMO's  and  where  the  climate  has  been  halfway 
agreeable,  they  flourish  and  the  constituency  has  developed. 

I  don't  think  we  can  kid  ourselves  and  say  that  a  great  deal  of 
personnel-organized  to  function  in  an  HINIO  exists.  That  has  to  be 
developed.  There  is  no  questions  about  it. 

But  once  it  is  developed  and  once  it  begins  to  function,  there 
doesn't  seem  to  be  any  inability  to  attract  a  constituency,  or  pa- 
tients, or  members,  wdiatever  you  want  to  call  it. 
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Piiget  Sound  is  a  perfect  example  of  this.  Kaiser  is  a  good  exam- 
ple of  it.  I  think  the  foundations  have  been  a  pretty  good  example 
of  this. 

Mr.  Sharp.  Do  you  feel  further  education  of  the  public  as  to  the 
advantages  and  disadvantages  of  this  type  of  preventive  care  is 
necessary  ? 

j\Ir.  Ward.  Convincing  the  patients  that  they  can  have  ready  ac- 
cess to  care  is  the  question.  That  is  what  they  are  more  interested  in 
than  anything  else ;  access  to  the  care  they  need. 

JNIr.  Sharp.  Thank  you. 

Mr.  Ward.  Thank  you,  Mr.  Chairman. 

Mr.  Chumbris.  Mr.  Chairman  ?  Just  one  point. 

Senator  Hart.  ]Mr.  Chumbris  ? 

Mr.  Chumbris.  On  Friday,  I  understand  we  will  hear  Prof.  Clark 
Havighurst,  and  I  bring  to  the  attention  of  the  committee  a  study 
made  by  a  conference  which  was  headed  up,  I  believe,  by  the  Ameri- 
can Enter]:)rise  Institute — and  Duke  University — a  study  regulating- 
health  facilities  construction. 

But  it  goes  also  into  HMO's  and  the  PSRO's,  et  cetera,  and  in  the 
discussion  they  had  a  tremendous  amount  of  outstanding  experts;  it 
took  two  pages  in  the  book  to  list  the  experts. 

And  Professor  Havighurst  quoted  in  his  remarks,  'Tn  view  of  the 
widespread  innocence  on  the  matters  in  the  health  world,  a  confer- 
ence seemed  appropriate  to  give  certificate-of-need  proponents  and 
skeptics  a  chance  to  explore  each  other's  concerns.  The  result  was  a 
livelv  and  at  times  highlv  charoed  discussion." 

It  goes  on  to  say,  "The  conference  reached  no  concensus  and  much 
debate  reflected  this  disagreement  over  fundamentals,  premises,  and 
values." 

And  I  point  out  that  this  is  a  subject  on  which  there  will  be  some 
disagreements.  As  I  noted  earlier,  several  committees  of  the  Senate 
and  several  committees  of  the  house — one  in  the  finance  area  and  the 
other  one  in  the  health  area — will  give  a  good,  strong  look  at  some 
of  the  problems  that  will  be  coming  out  throughout  the  course  of 
these  hearings. 

Thank  you,  INIr.  Chairman. 

Senator  Hart.  Gentlemen,  thank  you  very  much. 

Is  there  anything,  given  the  discussions  you  have  heard  this  morn- 
ing, that  you  would  like  to  add  before  you  leave  ? 

INIr.  Ward.  We  thank  you. 

Senator  Hart.  Again,  we  thank  you. 

We  will  resume  tomorrow  at  8:30  a.m.  in  room  1224.  I  should  ex- 
plain and,  in  a  sense,  apologize  to  tomorrow's  witnesses  in  advance. 
We  are  required  to  begin  this  hearing  much  earlier  than  usual  be- 
cause the  Senate  will  be  interrupting  the  hearings  on  a  rather  fre- 
quent basis  through  the  day  as  we  debate  and  vote  on  so-called  busing 
amendments  to  the  education  bill. 

I  anticipate  that  the  interruptions  will  be  rffther  frequent  and  will 
extend  over  a  rather  extended  period.  I  hope  that  they  will  under- 
stand the  need  for  this. 

We  are  adjourned,  to  resume  at  8  :oO  in  room  1224. 

[Whereupon,  at  11 :50  a.m.,  the  subcommittee  adjourned,  to 
reconvene  at  8 :30  a.m..  May  15, 1974.] 
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[The  following  was  receiAed  for  the  record.  Testimony  resumes  on 
p.  93.] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  DR.  BULGER, 
MESSRS.  WARD  AND  YORDY 
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National  Academy  of  Sciences,  Institute  of  Medicine 

Health  Maintenance  Oeganizations  Toward  a  Fair  Market  Test 

A   POLICY    statement   BY   A   COMMITTEE   OF   THE   INSTITUTE   OF   MEDICINE 

Notice 

This  is  the  report  of  a  project  undertaken  with  the  approval  of  the  Council 
of  the  Institute  of  Medicine,  National  Academy  of  Sciences.  Such  approval 
manifests  the  judgment  that  the  project  is  of  national  importance  and  appro- 
priate both  to  the  purposes  and  professional  resources  of  the  Institute  of  Medi- 
cine. 

The  members  of  the  committee  appointed  to  conduct  the  project  and  prepare 
the  report  were  selected  for  recognized  competence  and  with  due  consideration 
for  the  balance  of  disciplines  appropriate  to  the  project.  Responsibility  for  the 
substantive  aspects  of  the  report  rests  with  that  committee. 

Each  report  issuing  from  a  study  committee  of  the  Institute  of  Medicine  is 
reviewed  by  an  independent  group  of  qualified  individuals  according  to  iiroce- 
dures  established  and  monitored  by  the  National  Academy  of  Sciences.  Only 
upon  satisfactory  completion  of  the  review  process  is  distribution  of  a  report 
approved. 

Preface 

The  committee  which  developed  this  statement  was  appointed  by  the  Presi- 
dent of  the  Institute  of  Medicine  and  held  its  first  meeting  in  January  1973. 
The  major  work  of  the  committee  was  completed  and  a  draft  of  the  statement 
prepared  by  October  1973.  While  the  statement  was  being  revised  and  prepared 
for  review  and  issuance  by  the  Institute,  the  Congress  passed  the  Health 
Maintenance  Organization  Act  of  1973.  This  legislation  was  signed  into  law  by 
the  President  on  December  29,  1973  (Public  Law  93-222). 

Although  Public  Law  93-222  appears  to  implement  a  number  of  the  commit- 
tee's recommendations,  the  committee's  statement  is  presented  in  its  entirety 
because  the  committee  believes  that  the  statement,  taken  as  a  whole,  provides 
a  coherent  blueprint  for  policy  actions  concerning  HMOs.  The  committee's  rec- 
ommendations differ  fi-om  the  provisions  of  Public  Law  93-222  in  a  signifi- 
cant number  of  respects,  and  some  of  the  committee's  recommendations  deal 
with  issues  that  are  not  covered  by  the  new  legislation.  Comparisons  of  the 
provisions  of  Public  Law  93-222  with  committee  recommendations  have  been 
noted  in  the  reix>rt  at  appropriate  points.  These  comparisons  make  it  clear  that 
the  federal  legislation  intended  to  assist  the  establishment  of  HMOs  will  not 
be  adequate  to  effectuate  the  committee  s  recommended  policy  unless  further 
changes  are  made  in  federal  or  state  legislation,  federal  programs  providing 
payment  for  medical  services,  and  federal  or  state  quality  assurance  programs. 
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I.    IIVTRODUCTIGX 

A  relatively  new  term  identifying  a  long-esiablished  method  of  delivering 
health  services,  "health  maintenance  organization"  has  rapidly  moved  into 
national  debates  on  health  policy.  Advantages  and  disadvantages  of  "HMOs" 
as  compared  with  the  prevailing  prepaid  fee-for-service  system  of  providing 
and  paying  for  medical  care  have  been  argued  widely  in  forums  and  articles,  in 
the  Congress,  and  in  state  legislatures.  Even  with  the  recent  passage  by  tlie 
Congress  of  the  Health  Maintenance  Act  of  1973  (Public  Law  93-222)  and 
action  by  a  number  of  state  legislatures,  the  controversy  over  HMOs  continues. 

Because  of  the  importance  of  these  debates  to  people's  choices  of  health  serv- 
ices and  to  the  future  of  the  nation's  health  enterprise,  the  Institute  of  Medicine 
appointed  an  ad  hoc  committee  to  investigate  the  HMO  concept  and  the  prob- 
lems of  its  implementation.  The  committee  was  charged  with  preparation  of  a 
statement  that  would  provide  background  on  the  policy  issues  and  guidance  for 
policy  action.  In  the  course  of  its  deliberations,  the  committee  commissioned 
several  background  studies  to  provide  additional  information  and  made  site  vis- 
its to  a  variety  of  existing  and  developing  HMOs  in  the  Pacific  Northwest.  This 
statement  is  based  on  these  activities  in  addition  to  the  prior  knowledge  and 
experience  which  the  committee  brought  to  its  work. 

A.  "HMO"  De fitted 

The  term  health  maintenance  organization'  was  coined  in  1970  by  Dr.  Paul 
M.  Ellwood  Jr.,  in  offering  a  major  health  policy  proposal  aimed  at  strengthen- 
ing the  role  of  competition  in  the  health  care  system  and  minimizing  the  role  of 
regulation  and  planning.  The  term  was  adopted  by  the  Nixon  Administration 
for  several  major  administration  proposals  since  1970.  Because  of  this  back- 
ground, the  term  "HMO,"  however  defined,  cannot  be  wholly  free  of  ix)licy 
implications.  Moreover,  the  committee  believes  that  the  term  "health  mainte- 
nance organization"  is  misleading,  implying  a  claim  for  more  maintenance  of 
health  through  medical  care  than  can  be  reasonably  expected,  whatever  the 
organization  of  that  care.  Because  of  these  problems,  the  committee  discussed 
whether  a  more  generic  term  could  be  used  in  place  of  "HMO."  We  concluded, 
however,  that  since  "HMO"  is  the  term  around  which  public  policy  discussion 
and  legislative  actions  revolve,  the  use  of  any  other  term  would  add  to  rather 
than  eliminate  confusion. 

For  tlie  purposes  of  this  statement,  the  committee  7ias  adopted  the  following 
definition  of  HMO:  an  organization  that  accepts,  in  exchange  for  a  fixed,  ad- 
vance capitation  patiment,  contractual  responsihilitg  to  assure  the  delivei'y  of 
a  stated  range  of  health  services — including  at  least  ambulatory  and  hospital 
physician  services  and  hospital  care — to  a  voluntarily  enrolled  population.  This 
definition  is  broad  enough  to  include  some  of  the  "fonndations  for  medical  care" 
as  well  as  the  familiar  prepaid  group  practices.  Occasionally,  however,  this 
statement  uses  the  term  "HMO"  in  a  context  that  excludes  the  foundation 
model.  The  key  characteristic  of  the  HMO  in  any  policy  discussion  is  the  fixed 
payment.  This  characteristic  creates  a  degree  of  financial  risk  for  the  HMO 
(and  ultimately,  through  a  variety  of  possible  arrangements,  for  the  providers) 
in  assuming  responsibility  for  the  provision  of  stated  services.  This  risk  pro- 
vides an  incentive  to  avoid  excessive  costs  and  unnecessary  services  while  deliv- 
ering the  care  agreed  to  imder  the  contract. 

In  keeping  with  the  thesis  stated  below,  the  committee  believes  that  a  great 
deal   of  flexibility   should  be  permitted  in  HMO  organization.   The  definition 
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therefore  does  not  limit  tiie  metliods  of  payment  to  providers,  the  structure 
of  the  HMO  or  its  form  of  ownership. 

[The  HMO  Act  provides  a  highly  restrictive  definition  of  HMOs  entitled  to 
the  benefits  of  the  law.  HMOs  which  do  not  meet  the  law's  requirements  for 
comprehensiveness  of  benefits,  risk-bearing  and  reinsurance,  provision  of 
services  through  nonaffiliated  staff,  organization  under  nonprofit  auspices,  con- 
sumer participation,  community  rating,  enrollee  characteristics,  manpower 
utilization,  quality  controls,  and  other  matters  are  left  as  they  were,  though 
also  at  a  possibly  significant  disadvantage  in  competing  with  federally  spon- 
sored HMOs.  The  flexibility  desired  by  the  committee  is  not  achieved  by  the 
new  law.] 

B.  The  Thesis  Adopted 

The  committee  helieves  that  the  HMO  concept  deserves  the  oppm-tunity  to 
prove  itself  in  what  we  have  chosen  to  describe  as  a  "fair  market  test."  At 
present,  numerous  obstacles — some  legal,  some  institutional,  and  others  sim- 
ply inherent  in  consumer  and  provider  attitudes — prevent  or  significantly  in- 
hibit HMO  development.  We  have  devoted  a  major  portion  of  this  statement 
to  examining  these  obstacles  and  suggesting  ways  in  which  they  might  be  re- 
duced or  eliminated  by  policy  actions  at  various  levels  of  government.  The 
committee  has  adopted  as  its  guiding  principle  the  removal  of  those  obsta- 
cles ivhich  currently  prevent  HMOs  fram  competing  on  equal  terms  in  the 
marketplace  with  traditional  modes  of  health  care  delivery.  Although  we  rec- 
ommend the  prompt  removal  of  obstacles  that  handicap  HMO  development, 
the  committee  believes  with  equal  firmness  that  HMOs  are  not  entitled  to 
any  special  advantages  in  the  competitive  test  which  we  are  proposing. 

We  cannot  predict  the  outcome  of  the  fair  market  test.  But  we  do  not  antic- 
ipate that  HMOs  would  soon  obtain  a  dominant  position  in  the  health  care 
system,  although  care  through  HMOs  would  probably  be  available  as  an  al- 
ternative to  an  appreciable  portion  of  the  population  within  a  reasonable  pe- 
riod of  time.  We  expect  that  existing  systems,  with  their  demonstrated 
strengths,  would  continue  to  flourish  under  the  conditions  of  a  fair  market 
test.  In  the  long  run,  the  relative  roles  of  HMOs  and  fee-for-service  medicine 
would  depend  (1)  on  the  capacity  of  each  to  satisfy  consumer  expectations 
for  quality  of  services,  and  (2)  on  the  ability  of  the  prevailing  system  to  re- 
spond, through  privately  and  professionally  developed  cost-control  arrange- 
ments, to  the  price  competition  of  HMOs.  We  expect  that,  if  a  fair  market 
test  of  the  HMO  concept  could  be  facilitated,  the  active  competition  in  health 
care  deliveiT  would  rebound  to  the  benefit  of  the  public  by  encouraging  a 
proper  balance  between  deducation  to  high-quality  medical  care  and  attention 
to  costs. 

The  wider  availability  of  HMO  services  will  not  by  itself  alleviate  all  of  the 
problems  of  our  health  care  system,  but  the  committee  believes  that  the  HMO 
concept  is  one  of  the  more  promising  among  the  current  policy  measures  under 
consideration.  The  consensus  of  the  committee  is  that  equality  of  opportunity 
for  HMOs  is  essential  to  encourage  the  evolutionary  changes  in  the  health 
care  sy.stem  that  are  needed  to  promote  accessibility  of  good  efficient  medical 
care.  Individual  connnittee  members  have  occasionally  differed  with  the  major- 
ity, however,  over  the  seriousness  or  the  inappropriateness  of  a  particular  ob- 
stacle to  HMO  development  or  over  the  elfect  of  a  particular  policy  recommen- 
dation. Where  individual  members  have  seriously  differed  from  the  majority  on 
a  particular  matter,  their  reservations  have  been  expressed  in  a  footnote. 

II.    THE  PRINCIPLES  OF  THE  "FAIR  MARKET  TEST" 

The  committee's  recommendation  of  a  fair  market  test  for  the  HIMO  model 
of  health  care  delivery  is  based  on  consideration  of  several  factors:  the  limita- 
tions of  primary  reliance  on  further  experimentation,  the  nature  of  the  evi- 
dence on  HMO  performance,  the  relevance  of  that  evidence,  impact  of  H^IOs 
on  the  system  as  a  whole,  and  the  necessary  conditions  for  the  test. 

A.  Experimentation  versus  Consumer  Choice 

Some  observers  have  sought  to  characterize  the  HMO  concept  as  experimen- 
tal, implying  a  requirement  for  further  testing  before  it  can  be  adopted  as  a 
major  element  in  the  health  care  system.  But  the  committee's  proposal  for  a 
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fail-  market  test  explicitly  rejects  the  view  that  policy  changes  to  encourage 
the  development  of  H^NIOs  must  await  further  experimentation.  Advocates  of 
further  experimentation  imply  that  close  governmental  control  and  limitation 
of  HMO  development  must  continue  until  a  scientifically  conclusive  judgment 
can  be  reached  about  the  quality  and  cost  of  the  service  being  marketed.  The 
committee  believes  that  the  facts  about  HMOs  and  the  present  condition  of  the 
health  care  delivery  system  warrant  an  immediate  sharp  cutback  of  restric- 
tions on  HMO  development  in  order  to  increase  competition,  stimulate  innova- 
tion, and  broaden  consumer  choice.  The  results  of  a  fair  market  test  should  in- 
dicate the  choices  of  informed  consumers  among  alternative  methods  for 
financing  and  delivering  health  services,  reflecting  the  consumers'  trade-offs 
among  cost,  quality,  convenience,  comfort,  and  other  factors  that  consumers 
value.  The  committee  does  not  predict  the  results  of  this  test,  but  if  HMO  de- 
velopment does  not  expand  sufficiently  to  provide  a  competitive  influence  fin 
the  existing  system,  the  likely  alternative  would  be  a  continued  increase  in 
regulatory  controls  over  the  existing  system  to  curb  costs,  maintain  quality, 
and  assure  availability  of  services. 

B.  The  Evidence  Concerning  HMO  Past  Performance  ~ 

The  committee  has  reviewed  the  extensive  literature  on  HMO  performance, 
relying  primarily  on  two  review  studies  in  addition  to  the  committee  members' 
individual  knowledge  of  the  literature.  The  first  study  was  published  by 
Avedis  Donabedian  in  1969  ("Evaluation  of  Prepaid  Group  Practice,"  Inquiry, 
Volume  6,  page  3).  The  second  is  a  paper  by  Milton  I.  Roemer  and  William 
Shonick  ("HMO  Performance:  The  Recent  Evidence."  Health  and  Society,  Vol- 
ume 51,  No.  3,  Summer,  1973)  pi-epared  at  the  invitation  of  this  committee  to 
update  the  Donabedian  study  a  nd  take  account  of  such  recent  developments  as 
foundations  for  medical  care.  Nearly  all  of  the  evidence  on  HMO  performance 
comes  from  analysis  of  the  prepaid  group  practices ;  medical  care  foundations 
have  been  too  little  studied  to  allow  firm  conclusions  about  their  performance. 

As  the  following  brief  summary  of  the  evidence  indicates,  the  overall  conclu- 
sion that  we  drav^'  from  these  reviews  is  favorable  to  HMO  performance.  The 
committee  has  not  attempted  to  cite  in  this  report  the  original  sources  for 
each  of  the  following  conclusions  since  that  documentation  is  publicly  available 
in  the  two  reviews  cited  above. 

Consumer  acceptance 
HMO's  have  had  to  compete  directly  with  the  predominant  prepaid  fee-for- 
service  sector.  This  competition  has  often  been  embodied  in  "dual  choice"  ar- 
rangements whereby  members  of  employment  groups  can  choose  between  HMO 
enrollment  and  participation  in  a  traditional  health  insurance  plan.  It  is  cus- 
tomary for  such  choices  to  be  renewed  periodically,  so  that  employees  may 
register  significant  dissatisfaction  by  ending  their  enrollment  in  the  HMO. 
Some  HMOs  have  been  able  to  expand  and  prosper  in  situations  of  dual 
choice.  The  competitive  success  of  these  HMOs  has  occurred  in  spite  of  the  in- 
ertia or  established  relationships  that  may  prevent  employees  from  switching 
readily  to  the  HMO  and  in  spite  of  the  limitation  that  the  HMO  location  may 
impose  on  its  ability  to  attract  enrollees. 

Participation  of  physicians 
Recent  studies  have  shown  that  the  levels  of  satisfaction  of  physicians  work- 
ing in  prepaid  group  practices  are  high  and  that  there  are  no  differences  evi- 
dent in  comparison  to  satisfaction  with  solo  practice  (Mechanic,  1972). 

Utilization  rates 
The  extensive  literature  comparing  the  hospital  utilization  rates  of  prepaid 
group  practices  with  the  rates  of  fee-for-service  third-party  reimbursement 
plans  can  be  summarized  in  an  estimate  that  prepaid  group  practices  show  an 
average  of  about  20  percent  less  hospital  utilization  per  capita,  adjusted  for 
age  and  sex  (Klarman,  1971). 

Cost  and  productivity 
The  committee  found  no  evidence  to  indicate  that  HMOs  realize  savings  be- 
cause of  economies  of  scale,  organizational  efficiencies,  or  other  factors  condu- 
cive to  higher  productivity. ^ 


-  Spp  dissent  bv  .Tanips  Vohs.  p.  R.'S. 

3  See  dissent  by  Robert  Patricdli.  p.  6.5. 
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Quality  of  care 
The  quality  of  medical  care  is  difficult  to  define  and  measure  in  any  setting, 
but  the  committee  could  find  no  evidence  that  HMOs  have  provided  a  poorer 
quality  of  care  than  the  rest  of  the  system.  In  1959  the  Larsen  Commission  of 
the  American  Medical  Association  visited  prepaid  group  practice  plans 
throughout  the  nation  and  concluded  that  "the  quality  of  medical  care  ren- 
dered to  subscribers  by  the  units  visited  and  within  the  scope  of  services  of- 
fered is  comparable  to  the  average  level  of  care  which  members  of  the  commit- 
tee have  observed  in  their  years  of  medical  practic'?^"  In  addition  to  these 
impressions  of  clinicians,  the  only  substantial  systematic  study  comparing  the 
quality  of  care  under  an  HMO  with  other  forms  of  delivery  concluded  that  the 
population  enrolled  in  the  Health  Insurance  Plan  of  Greater  New  York  experi- 
enced fewer  premature  births  and  fewer  newborn  deaths  compared  with  a  New 
York  City  sample  under  the  care  of  private  physicians  (Shapiro  et  al.  195S). 

The  relationsJiip  of  the  evidence  to  the  thesis 

Although  the  committee  concludes  that  this  evidence  about  HMO  perform- 
ance is  favorable,  this  does  not  mean  that  the  evidence  eonclusivchj  establishes 
the  acceptability  of  HMO»  performance.  The  methodology  of  health  services  re- 
search is  imperfect  and  technical  questions  can  be  raised  about  particular 
studies  which  are  used  to  establish  HMOs'  acceptability  or  superiority.  Experi- 
ence with  the  HMO  concept  is  largely  limited  to  the  performance  of  a  few 
plans,  each  with  particular  characteristics,  and  generalizations  from  these  ex- 
periences to  the  experiences  of  HMOs  in  other  sections  of  the  country  or  under 
different  auspices  must  be  viewed  with  caution. 

The  committee's  endorsement  of  a  fair  market  test  of  the  HMO  concept 
should  not,  in  our  view,  have  to  rest  on  conclusive  evidence  before  policy  ac- 
tions are  taken.  We  consider  it  sufficient  that  HMOs  appear  to  compare  rea- 
sonably well  with  the  prevailing  fee-for-service  system  in  a  variety  of  respects, 
and  we  can  find  no  justification  for  not  submitting  the  HMO  model  to  the  test 
of  consumer  acceptance. 

The  committee  recognizes  that  consumers  may  be  unable  reliably  to  evaluate 
the  quality  of  care  that  they  are  receiving.  In  a  later  section  we  recommend 
that  some  assurance  of  minimum  quality  be  supplied  through  active  govern- 
mental regulation.  Although  the  public  clearly  requires  protection  against  aber- 
rational HMOs,  just  as  it  requires  protection  against  aberrational  fee-for-serv- 
ice providers,  we  believe  that  there  is  no  justification  in  the  evidence  of  HMO 
performance  to  date  for  the  exclusionary  laws,  policies,  practices,  and  atti- 
tudes that  inhibit  HMO  development. 

The  committee  also  believes  that  the  HMO  concept  embodies  promise  of  cer- 
tain improvements  in  medical  care  delivery:  (a)  a  more  explicity  locus  of  re- 
sponsibility for  assuring  consumer  access  to  the  complex  array  of  health 
services;  (b)  economic  incentives  and  administrative  mechanisms  to  move 
providers  practicing  within  the  HMO  context  toward  efficient  use  of  resources 
in  reaching  health  care  objectives,  including  the  use  of  preventive  care  and  the 
early  detection  of  disease;  and  (c)  an  organization  to  facilitate  improved  rec- 
ordkeeping, frequent  consultation,  better  drug  prescribing,  strengthened  peer 
review,  and  the  better  utilization  of  personnel. 

In  addition,  HMOs  offer  a  choice  for  consumers  among  health  care  alterna- 
tives, permitting  active  competition  among  alternatives  on  the  basis  of  price, 
quality  and  convenience.  The  degree  to  which  these  added  benefits  can  be  real- 
ized will  be  explored  through  a  fair  market  test. 

C.  Impact  of  the  HMO  on  the  Health  Care  System  as  a  Whole 

Analyses  of  evidence  of  HMO  performance  have  consistently  ignored  the  pos- 
sibility that  HMOs  may  have  induced  beneficial  changes  in  the  fee-for-service 
system.  Assessments  of  the  benefits  from  HMOs  should  look  beyond  the  advan- 
tages to  HMO  enrollees  since  the  benefits  from  stimulation  of  total  system  im- 
provements may  be  at  least  as  great^ — and,  indeed,  may  offset  some  seeming 
disadvantages  of  HMOs.  These  matters  have  not  been  studied  systematically, 
although  there  are  indications  that  the  extensive  development  of  HMOs  in  the 
West  (leading  to  substantial  market  penetration  in  Seattle,  Portland,  San 
Francisco,  Los  Angeles,  and  Honolulu)  has  brought  about  a  positive  response 
from  the  predominant  fee-for-service  sector.  We  believe  that  this  response  of 
the  total  system  to  strong  HMO  development  needs  to  be  studied. 
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The  mechanisms  by  which  tlie  fee-for-service  sector  can  improve  its  overall 
performance  are  only  beginning  to  emerge.  Fonndations  for  medical  care,  Pro- 
fessional Standards  Review  Organizations  and  insurer  claims  review,  are  all 
means  of  affecting  the  costs  and  utilization  of  health  resources  by  fee-for-serv- 
ice providers.  Comprehensive  liealth  planning  agencies  provide  a  potential  in- 
stitutional mechanism  for  dealing  with  cost  problems.  Moreover,  insurance 
plans  have  been  led  to  expand  the  comprehensiveness  of  benefits  in  response  to 
HMO  benefit  packages,  and  there  is  reason  to  believe  that  tlie  fee-for-service 
sector  would  in  time  attempt  to  better  integrate  services  and  improve  accessi- 
bility if  it  were  faced  with  competition  from  highly  organized  HMO  systems. 
To  a  significant  degree,  then,  the  future  of  fee-for-service  medicine  depends  on 
its  ability  to  overcome  obstacles  to  organizing  for  cost  control  and  better  ac- 
cessibility. Although  many  consumers  will  likely  continue  to  favor  prepaid  fee- 
for-service  care,  even  at  a  higher  price  or  witli  reduced  benefits,  over  an  HMO 
plan,  a  mixed,  competitive  system  should  yield  benefits  for  users  of  both  sys- 
tems. 

E.  The  Conditions  Kecexsary  for  a  "Fair  Market  Test'' 

There  are  some  general  conditions  to  be  establishoid  and  some  specific  obsta- 
cles to  be  overcome  before  a  fair  market  test  of  the  H^IO  concept  can  be 
achieved.  The  committee  believes  that  governmental  action  can  considerably  re- 
duce the  obstacles  that  presently  hinder  HMO  development,  leaving  HMOs,  in- 
dividually and  generically,  to  succeed  or  fail  on  the  basis  of  their  performance. 
The  obstacles  and  some  suggested  policy  remedies  are  reviewed  in  Section  III. 
A  discussion  of  the  more  general  conditions  to  be  met  follows. 

1.  Financing  systems 

For  a  fair  market  test  of  the  HMO  concept,  the  systems  for  financing  health 
care  must  permit  the  consumer  to  choose  among  delivery  systems  on  the  basis 
of  the  scope  of  a  benefit  package,  and  the  quality  of  care  (including  conven- 
ience) insofar  as  the  consumer  can  evaluate  it.  Also  it  would  seem  important 
that  the  beneficiaries  of  public  programs  not  be  denied  a  choice  of  provider.  In 
order  to  permit  this  clioice,  the  public  programs  for  financing  care  must  be  ad- 
equately funded. 

The  methods  of  payment  to  HMOs  and  other  providers  must  allow  more 
efficient  health  care  delivery  systems  to  be  rewarded  in  proportion  to  their 
greater  efficiency.  This  means  eliminating  cost-reimbursement  mechanisms  for 
HMOs  and  other  organized  systems  and  developing  new  payment  methods  that 
presei've  incentives  for  efficiency.  HMOs  in  particular  should  be  paid  on  a  pro- 
spective rate  ratlier  than  a  retrospective  cost  basis,  since  otherwise  their  cost- 
saving  incentives  would  be  adversely  affected.  Later  discussion  of  capital  crea- 
tion explores  this  issue  further. 

2.  Maintaining  competition 

A  real  market  test  of  the  HMO  concept  can  accomplish  the  desired  purposes 
only  if  reasonably  competitive  conditions  can  be  maintained.  This  provides  a 
major  challenge  to  government,  and  active  intervention  may  be  necessary  to 
maintain  an  effective  market  that  stiuuilates  acceptable  performance  in  terms 
of  both  cost  and  quality. 

In  areas  of  sparse  population  it  might  be  difficult  to  have  effective  competi- 
tion because  of  a  possible  "natural  monopoly."  The  existing  providers  of  outpa- 
tient services  are  always  subject  to  new  competition  in  more  densely  populated 
areas  since  it  is  relatively  easy  for  new  physicians  to  set  up  a  competing  prac- 
tice. A  single  hospital  serving  a  large  geographic  area  may  enjoy  a  natural 
monopoly  and  under  these  conditions  the  assurance  of  competitive  conditions 
requires  that  the  hospital  provide  free  access  for  both  HMO  and  fee-for-service 
patients. 

A  iiossible  threat  to  the  vigor  of  competition  in  health  services  may  lie  in 
the  activities  of  the  organized  medical  profession.  Antitrust  law  has  been  ap- 
plied in  the  past  to  curb  the  most  overt  anticompetitive  practices,  but  more 
subtle  dangers  may  now  exist.  Although  foundations  for  medical  care  have  de- 
sirable features  to  foster  competition,  they  may  also  be  converted  to  monopo- 
listic purix)ses,  and  their  activities  should  be  monitored  under  antitrust  princi- 
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pies  to  assure  that  exclusionary  practices  have  not  been  adopted.  If  these 
potential  dangers  are  guarded  against,  the  foundations  can  bring  to  the  public 
many  of  the  benefits  of  HMO-type  care. 

Another  important  factor  in  maintaining  competitive  conditions  is  the  inde- 
pendence of  HMOs  from  the  prevailing  fee-for-service  sector.  If  HMOs  are 
sponsored  by  medical  societies,  community  hospitals,  universities,  or  other 
groups  tliat  are  subject  to  strong  influence  by  the  prevailing  system,  explicit  or 
implicit  limits  may  be  placed  (»n  the  HMO"s  competitive  impact.  For  example, 
an  HMO  formed  under  the  auspices  of  a  community  hospital  might  be  encour- 
aged by  its  medical  staff  to  expand  services  among  the  poor  and  near-poor  but 
might  find  itself  under  pressure  not  to  compete  aggressively  for  middle-class 
enroUees.  These  pressures  need  not  be  overt  to  be  effective  since  the  institii- 
tions  will  naturally  desire  to  avoid  conflict.  An  HMO  sjxtnsored  by  a  consumer 
group  or  other  independent  organization  not  connected  with  existing  providers 
would  be  less  subject  to  pressures  to  limit  competition. 

iniOs  organized  by  private  interests  responding  to  a  profit  motive  are  the 
type  most  likely  to  compete  independently  with  the  fee-for-service  sector.  More- 
over, such  HMOs  might  have  better  access  to  private  capital  and  may  have 
greater  incentive  to  enter  the  market  than  nonprofit  organizations.  Because  of 
their  independence  from  the  influence  of  the  fee-for-service  providers,  profit- 
oriented  HMOs  may  be  able  to  innovate  more  freely  as  they  seek  competitive 
advantages.  The  committee  recognizes  that  certain  quality  risks  are  run  when 
proprietary  interests  are  invited  to  compete  in  the  health  care  market,  but  the 
committee  believes  that  (piality  assurance  provisions  (such  as  those  discussed 
in  a  later  section  of  this  report)  can  minimize  these  risks  and  that  the  benefits 
from  the  independentent  competition  of  profit-oriented  HMOs  justify  their  i)ar- 
ticipation  in  tlie  fair  market  test. 

A  major  (luestion  in  arguing  for  greater  reliance  on  market  forces  is  the 
consumer's  competence  to  make  reasonable  judgments  about  the  quality,  quan- 
tity, and  cost  of  the  health  care  they  are  obtaining.  The  committee  believes 
that  consumers  can  adeqxiately  appraise  many  aspects  of  health  care  and 
should  be  given  the  right  to  exercise  their  judgment  and  to  require  that  provi- 
ders cater  to  their  indivudal  preferences.  Many  of  the  matters  about  which 
consumer  judgments  appear  reliable  are  such  quality-related  matters  as  acces- 
sibility and  responsiveness.  But  there  are  many  technical  matters  which  con- 
sumers clearly  cannot  evaluate.  The  committee  believes  that  regulatory  over- 
sight is  needed  in  these  areas  and  that  sufficient  protection  can  be  provided 
without  impairing  the  conditions  of  a  fair  market  test.  Disclosure  require- 
ments will  help  consumers  to  make  sounder  judgments,  and  consumer  organi- 
zations can  further  assist  in  assessing  quality  and  informing  consumers. 
Consumers  need  sufficient  information  to  stimulate  providers  to  maintain  re- 
sponsiveness to  consumer  wants. 

In  view  of  the  strong  case  for  a  fair  market  test  of  the  HMO  concept,  the 
next  section  is  devoted  to  consideration  and  recommendation  of  those  policies 
that  can  foster  the  necessary  conditions. 

III.    OBSTACLES  TO  A  FAIR  MARKET  TEST  OF  THE  HXfO  CONCEPT 

A  fair,  market  test  of  the  HMO  concept  has  been  impossible  to  obtain  under 
current  conditions  because  numerous  legal,  financial,  practical,  and  other  diffi- 
culties have  impaired  the  ability  of  HMOs  to  enter  the  market  or  compete  on 
equal  terms.  In  this  chapter,  a  l)rief  discussion  of  each  obstacle  to  HMOs  is 
followed  by  the  committee's  recommendations  for  policy  actions  to  bring  about 
the  conditions  necessary  for  a  fair  market  test  of  the  HMO  concept.  The  objec- 
tive is  to  approach  as  closely  as  possible  a  condition  of  rough  competitive 
equality  between  HMOs  and  other  methods  of  financing  and  delivering  health 
care. 

Many,  but  not  all,  of  the  obstacles  that  are  impeding  HMO  developments  can 
be  eliminated  by  policy  action.  The  provisions  of  the  recent  federal  legislation 
are  consistent  with  some  of  the  following  recommendations,  but  we  lielieve 
that  these  recommendaticnis  can  serve  as  guideposts  for  the  further  develop- 
ment of  a  coherent  policy  toward  HMOs,  not  only  for  the  implementation  of 
Public  Law  93-222  but  for  other  federal  and  state  policies  affecting  HMO  de- 
velopment and  for  consideration  of  modifications  in  the  recent  statute. 
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A.  Legal  Obstacles  and  Problems 

The  legal  environment  affecting  the  creation  and  operation  of  HMOs  is  pri- 
marily a  matter  of  state  law  at  present.  The  influence  of  federal  law  is  in- 
creasing, however,  particularly  with  respect  to  the  financing  of  care  provided 
under  various  federal  programs.  For  a  limited  class  of  HMOs  the  HMO  Act  of 
1973  would  substantially  override  many  of  the  state  laws  that  currently  inhibit 
HMO  formation.  The  committee  has  not  attempted  to  evaluate  the  laws  of 
each  state,  some  of  which  are  currently  in  the  process  of  being  changed,  but 
has  chosen  to  discuss  the  legal  obstacles  to  HMO  development  in  more  general 
terms. 

1.  Blue  Cross/Blue  Shield  statutes 

A  number  of  states  have  enabling  acts  for  Blue  Cross  and  Blue  Shield  plans 
that  exclude  virtually  all  types  of  HMOs  except  perhaps  foundations  for  medi- 
cal care.  These  restrictive  statutes  provide  that  no  medical  (or  hospital)  "serv- 
ice plan"  can  exist  unless  it  is  ctmtrolled  in  some  way  by  local  doctors  (or 
hospitals)  or  is  open  for  membership  to  all  local  providers  or  includes  at  least 
a  majority  thereof. 

In  some  states  having  such  seemingly  restrictive  Blue  Cross  and  Blue  Shield 
statutes,  one  or  more  HMOs  have  succeeded  in  getting  started  even  though  a 
literal  reading  of  the  statutes  would  appear  to  preclude  them.  Apparently  state 
officials  have  developed  informal  exceptions  to  the  restrictive  provisions,  partly 
in  recognition  of  the  desirability  of  HMOs  and  partly  perhaps  because  of  the 
prestige  and  political  influence  of  HMO  organizers.  The  committee  does  not  re- 
gard the  fact  that  some  HMOs  have  l)een  able  to  get  started  in  the  presence  of 
sxich  restrictive  laws  as  proof  that  the  laws  are  not  exclusionary.  For  example, 
it  seems  questionable  whether  the  independent  types  of  HMO  would  have  an 
equal  chance  to  obtain  the  necessary  dispensations  from  those  in  a  position  to 
enforce  the  statutes. 

The  committee  recommends  the  amendment  of  state  Blue  Cross  and  Blue 
Shield  statutes  that  restrict  in  any  way  the  formation  of  HMOs,  and  that 
states  adopt  HMO  enabling  acts  consistent  with  the  committee's  recommenda- 
tion that  HMOs  be  given  a  fair  market  test.  The  committee  also  recommends 
the  adoption  by  Congress  of  a  federal  latv  overriding  restrictive  laivs  in  order 
that  fitate  legislatures  may  he  encouraged  to  adopt  such  enabling  legislation.'' 

[The  HMO  Act  states  that  restrictive  state  lows  shall  not  apply  to  those 
HMOs  for  which  aid  was  provided  under  the  new  legislation  or  which  are 
qualifled  for  participation  in  employee  health  benefit  plans  under  its  provisions 
(i.e.,  plans  for  groups  of  at  least  25  employees  covered  by  the  Fair  Labor 
Standards  Act  of  1938).  As  to  HMOs  not  meeting  the  requirements  necessary 
to  obtain  these  benefits,  the  committee's  recommendation  has  not  been  imple- 
mented.] 

2.  Corporate-practice  rules  and  profit-oriented  HMOs 

It  is  customary  to  regard  only  Blue  Cross  and  Blue  Shield  statutes  in  identi- 
fying legal  restrictions  on  HMO  development.  But  the  committee  believes  that 
HMO  development  is  seriously  inhibited  in  many  states  by  the  existence  of 
statutes  or  judge-made  rules  directed  against  the  "corporate  practice  of  medi- 
cine." Although  defending  some  worthy  principles  concerning  the  humanitarian 
dimension  of  health  care,  these  legal  strictures  prevent  the  development  of 
profit-oriented  HMOs  by  interests  other  than  those  dominated  by  physicians 
and  therefore,  in  the  committee's  view,  significantly  reduce  the  opportunity  for 
developing  independent  plans. 

The  committee  further  believes  that  a  distinction  between  profit-oriented  and 
nonprofit  HMOs  is  extremely  difficult  to  draw.  Ostensibly  nonprofit  plans  may 
involve  a  number  of  profit-making  elements  (through  lease  payments,  labora- 
tory and  x-ray  concessions,  and  insider  perquisites,  for  example),  and  the  phy- 
sicians who  might  l)e  permitted  to  organize  HMOs  without  violating  a  corpo- 
rate-practice rule  are  clearly  motivated  by  the  incomes  which  they  expect  to 
derive.  To  a  large  degree,  the  profit-nonprofit  distinction  concerns  whether  the 
earnings  of  the  HMO  go  to  physicians  only  or  to  lay  investors  as  well.  There 
is  a  need  to  attract  private  initiative,  capital,  and  organizational  skills  to  the 
difficult  and  expensive  business  of  HMO  formation.  Therefore,  the  committee 


*  See  dissent  by  Phillip  Hampton,  p.  65. 
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believes  that  HMO  development  can  be  stimulated,  and  competition  fostered  by 
permitting  profit-oriented  plans  to  compete  in  the  marketplace. 

A  liberal  enabling  law  enacted  recently  in  Florida  has  revealed  the  effective- 
ness of  a  relatively  unrestrictive  legislative  policy  in  encouraging  HMO  devel- 
opment. In  a  relatively  short  time,  twelve  formal  applications  were  filed  by 
would-be  HMOs  under  the  new  law.  All  but  two  originated  with  proprietary 
(including  physician-sponsored)  interests,  the  other  two  being  dependent  on 
federal  financing.  The  committee  regards  this  experience  as  supporting  its  ex- 
pectation that  a  fair  market  test  of  PIMOs  may  occur  more  rapidly  if  develop- 
ment of  profit-oriented  plans  is  permitted. 

The  committee  recommends  that  HMO  enahling  acts  not  he  limited  to  au- 
thorizing nonprofit  HMOs  and  that,  subject  to  regulatory  oversight  including 
quality  and  other  controls  of  of  the  kind  specified  elsewhere  in  the  committee's 
recommendations,  profit-oriented  HMOs  he  permitted  to  enter  the  health  care 
marketplace. 

[The  HMO  Act  overrides  restrictive  state  laws  for  the  benefit  of  for-profit 
HMOs  which  are  eiigil)le  for  its  benefits,  but  this  includes  only  for-profit 
HMOs  "serving  underserved  medical  populations"  who  receive  loan  guarantees 
under  the  legislation  and  for-profit  HMOs  which  qualify  for  participation  in 
employee  health  benefit  plans  under  its  provisions.  As  to  all  other  for-profit 
HMOs,  state-imposed  restrictions  remain  intact.] 

3.  Insurance  regulation 

Some  states  have  exposed  HMOs  to  regulation  of  the  kind  applicable  to  in- 
surance companies.  Jn  some  cases  this  has  led  to  the  application  of  reserve 
and  liquidity  requirements  which  require  a  new  HMO  to  have  large  amounts 
of  capital  that  are  not  used  in  the  business.  Such  capital  requirements  may 
pose  a  substantial  limitation  for  HMO  development. 

The  argument  against  applying  insurance-type  regulation  to  HMOs  is  that 
the  HMOs  must  assure  the  provision  of  services  in  kind  rather  than  guar- 
anteeing indemnification  payments  and  that  therefore  liquidity  is  not  of  major 
importance.  However,  HMOs  may  not  provide  all  medical  services  in-house, 
and  instead  purchase  substantial  amounts  of  specialized  care  in  the  fee-for- 
service  sector.  Or  H3IOs  that  do  not  have  their  own  hospitals  may  provide 
hospital  care  by  buying  it  with  money  they  collect  in  premiums.  Such  plans  do 
perform  an  insurance-like  function,  suggesting  the  need  for  regulation  to  as- 
sure their  financial  responsibility.  Rather  than  imposing  insurance-type  reserve 
requirements,  however,  regulators  could  assure  such  responsibility  by  requiring 
a  security  bond  which,  in  the  event  of  plan  failure,  would  cover  unearned  pre- 
miums and  perhaps  provide  permanently  for  patients  who  were  then  uninsura- 
ble. Reinsurance  against  particular  risks  might  also  serve  to  protect  enroUees.^ 

The  committee  recommends  that  the  HMO's  financial  responsihility  he 
guaranteed  by  means  other  than  the  large  reserve  and  liquidity  requirements 
typically  applicable  to  insurance  companies,  t^tate  legislation  and  administra- 
tive decisions  in  this  field  should  reflect  careful  consideration  of  their  impact 
on  HMO  development.  Provisions  for  receivership,  reorganization,  and  liquida- 
tion of  unstable  plans  are  also  appropriate  protections.'^ 

[The  HMO  Act  would  override  state  laws  which  require  HMO  compliance 
with  financial  reserve  requirements  applicable  to  insurers.  The  Federal  legisla- 
tion simply  provides  that  each  HMO  shall  have  "a  fiscally  sound  operation  and 
adequate  provision  against  the  risk  of  insolvency  which  is  satisfactory  to  the 
Secretary."  The  class  of  HMOs  benefiting  from  this  dispensation  is  limited  to 
those  meeting  the  other  requirements  of  the  HMO  Act.] 

^.  Certificate-of-need  laws 

As  of  this  date  twenty-three  states  have  some  form  of  "certificate-of-need" 
legislation.  In  general,  these  laws  require  that  the  state  be  given  evidence  of 
the  "need"  for  new  or  expanded  health  care  facilities  before  such  facilities  are 
constructed.  Based  on  evidence  that  an  excess  supply  of  hospital  beds  seems, 


=  Although  the  term  "reinsurance"  is  commonly  used  to  describe  the  function  of  limit- 
ing the  financial  risk  of  the  HMO,  "stop-loss"  insurance  is  probably  a  more  accurate  term 
when  the  HMO  itself  performs  no  insurance  function  in  the  literal  sense. 

*  See  dissent  by  Herbert  Klarnian,  p.  GG. 
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to  some  degree  at  least,  to  create  costly  demand  for  more  hospitalization,  these 
laws  are  intended  to  limit  overutilization  by  preventing  excess  expansion  of 
hospital  capacity.  In  most  instances,  the  laws  also  aim  at  preventing  dnplica- 
tion  of  expensive  specialized  re.sources.  Nearly  half  of  the  enacted  laws  appear 
to  cover  facilities  for  ontpatient  care,  other  than  physicians'  offices. 

One  effect  of  certificate-of-need  legislation,  whether  or  not  intended,  may  be 
to  protect  existing  facilities  from  competition  of  such  newcomers  as  HMOs. 
The  preservation  of  the  status  quo  means  perpetuation  of  inefficient  facilities 
and  health  care  systems.  It  is  possible  to  be  skeptical  of  whether  these  stat- 
utes always  produce  a  net  public  benefit.  Specifically,  the  committee  is  con- 
cerned that  they  may  be  administered  in  such  a  way  as  to  preclude  a  fair 
market  test  of  the  HMO  concept. 

HMOs  have  strong  internal  incentives  to  limit  unnecessary  utilization  of  hos- 
pital and  other  facilities.  Yet,  certificate-of-need  laws  apply  to  HMO  hospital 
construction  or  expansion,  and  may  result  in  denial  of  a  certificate  to  the 
HMO  based  on  an  argument  that  an  over  supply  of  facilities  will  result  in 
poor  performance  of  the  remaining  system.  Thus,  the  HMO  is  penalized  for  the 
lack  of  efficiency  incentives  in  the  rest  of  the  health  care  system,  even  though 
the  HMOs  development  would  itself  contribute  to  supplying  such  incentives. 

The  committee  has  been  informed  of  several  adverse  experiences  of  estab- 
lished HMOs  on  the  West  Coast  in  attempting  to  ol)tain  certificates  of  need  for 
inpatient  facilities  claimed  necessary  to  serve  their  populations.  In  each  of  the 
instances,  the  certificate-of-need  (unlike  those  in  other  states)  stipulated  that 
special  consideration  lie  given  to  the  needs  of  the  HMO-enrolled  populations. 
But  in  each  instance  the  HMO  succeeded  in  obtaining  a  certificate  of  need 
only  after  complicated  proceedings,  delay,  and  one  or  more  very  close  votes  by 
members  of  the  state  agencies  in  control.  The  committee  wonders  whether  a 
small  HMO,  or  a  new  one,  or  one  with  any  less  prestige  and  influence  than  the 
HMOs  in  these  cases  would  have  been  able  to  oljtain  the  necessary  administra- 
tive approvals. 

It  is  sometimes  suggested  the  HMOs  can  effectively  make  use  of  existing 
hospitals  rather  than  constructing  their  own.  The  committee  believes  that  such 
arrangements  are  usually  quite  diflJicult  to  work  out  in  a  manner  that  allows 
the  HMO  to  achieve  efficiencies  in  the  delivery  of  care.  Certificate-of-need 
agencies  could  conceivably  be  helpful  in  persuading  existing  providers  to  ac- 
commodate an  HMO  by  threatening  to  grant  a  certificate  for  construction  of  a 
new  facility.  But  the  committee  believes  that  the  opportunities  for  existing 
providers  successfully  to  exert  policial  and  other  influences  on  the  agencies  are 
serious  impediments  to  obtaining  a  fair  market  test  for  HMOs.  Also,  since 
poor  planning  has  resulted  in  low  utilization  of  some  existing  hospitals,  HMOs 
may  be  forced  to  use  existing  facilities  that  have  excess  capacity,  whether  or 
not  these  facilities  are  suitable. 

Certificate-of-need  requirements  for  HMO  ow/patient  facilities,  currently  stip- 
ulated in  about  half  the  states  with  certificate-of-need  legislation,  are  not  war- 
ranted. The  only  possible  argument  for  them  is  that,  by  substituting  ambula- 
tory for  inpatient  care,  the  HMO  leaves  hospitals  beds  in  the  community 
vacant  and  invites  their  over  utilization  by  other  providers.  The  committee  be- 
lieves this  reasoning  to  be  specious  and  destnictive  of  efficiency  in  the  health 
care  system. 

The  committee  recommendft  amendments  exempting  HMO  out-patient  facility 
construction  from,  state  cert ificate-of -need  requirements  and  Federal  law  re- 
quiring approval  of  construction  as  a  condition  of  reimbursement.  The  commit- 
tee also  recommends  either  that  HMO  hospital  construction  he  exempted  from 
such  state  and  Federal  laics  as  a  condition  of  rcimhursement  for  capital  costs 
or  that,  hy  legislative  amendment  or  regulation,  HMOs  he  allowed  to  provide 
their  own  facilities  unless  satisfactory  local  arrangements,  suitable  to  the 
HMOs  legitimate  special  requirements,  are  made  available.' 

5.  Manpower  licensure 

State  laws  and  regulations  governing  the  licensure  of  health  manpower  re- 
strict the  opportunities  to  pursue  greater  efficiency  or  responsiveness  to  con- 
sumer needs  through  innovations  in  manpower  use.  While  this  problem  affects 
the  utilization  of  health  manpower  throughout  the  health  care  system,  it  has 


'  See  dissent  by  Phillip  Hampton,  p.  66. 


particular  effect  on  HMOs,  which  have  both  the  organizational  frameworii  and 
strong  incentives  to  pursue  efBency  and  effectiveness,  not  only  in  hospital  serv- 
ices but  also  in  the  provision  of  out-patient  care.  Although  licensure  laws  are 
justified  by  their  supporters  on  the  ground  that  they  protect  the  public  against 
un(iualified  personnel,  their  more  important  impact  at  the  present  time  may  be 
to  protect  the  prerogatives  of  the  various  manpower  categories  and  to  provide 
status  and  economic  security  for  new  categories  which  are  developed.  Because 
the  provision  of  health  services  is  a  labor-intensive  activity  and  because  labor 
costs  are  increasing,  pursuit  of  efficiencies  in  the  use  of  manpower  should  not 
be  unduly  constrained.  The  committee  is  concerned  that  manpower  restrictions 
may  effectively  reduce  the  possible  competitive  advantages  of  HMOs. 

The  commiiiee  recomtnends  that  careful  consideration  he  given  to  broadening 
phi/fiicians"  powers  of  delegation  of  responsibility,  subject  to  regulatory  author- 
ity that  will  prevent  demonstrably  nrisafe  practices  such  as  use  of  unqualified 
personnel  or  inadequate  snjiervision.  The  committee  also  recommends  consider- 
ation of  the  feasibility  of  "institutional  licensure"  whereby  each  institutional 
provider,  including  IIMOs,  could,  on  the  first  instance,  ascertain  the  qualifica- 
tions and  skills  of  its  individual  employees,  certify  them  io  perform  pariicular 
functions  unthin  the  institutional  environment  and  be  accountable  to  public  au- 
thorities for  its  practices  in  this  regard. 

[The  HMO  Act  does  not  disturb  state  licensure  requirements.  The  Act  would, 
however,  encourage  the  development  by  HMOs  of  better  manpower  utiliza- 
tion patterns  by  requiring  a  medical  group  (or  an  individual  practice  asso- 
ciation— i.e.,  a  foundation  for  medical  care — to  the  maximum  extent  feasible) 
to  "utilize  such  additional  ijrofessional  personnel,  allied  health  professions  per- 
sonnel, and  other  health  personnel  (as  specified  in  regulations  of  the  Secre- 
tary) as  are  available  and  appropriate  for  the  effective  and  efficient  delivery 
of  the  services  to  the  members  of  the  group."] 

B.  Professional  Obstacles 

The  practice  of  physicians  within  an  HMO  can  be  influenced  by  rules,  proce- 
dures, and  patterns  of  practice  developed  by  the  medical  profession  as  a  whole 
without  reference  to  the  particular  characteristics  of  HMO  practice.  These  in- 
fluences may  interfere  with  the  process  of  obtaining  a  fair  market  test  for  the 
HMO  concept. 

1.  Professional  training 

The  training  of  most  physicians  may  inculcate  attitudes  concerning  medical 
care  that  must  change  before  a  physician  can  perform  effectively  in  an  H]\IO 
environment.  Educational  programs  in  university  medical  centers  tend  to  em- 
phasize acute  episodic  care  of  complex  disease  problems  to  the  detriment  of 
sufficient  attention  to  the  health  maintenance  and  personal  problems  of  the 
whole  patient  over  a  period  of  time.  This  may  result  in  the  physician  being 
poorly  trained  for  the  type  of  practice  that  he  will  be  expected  to  cari-y  on 
within  the  HMO  setting. 

Most  medical  training  also  neglects  issues  relating  to  the  cost  of  medical 
care  and  does  not  emphasize  the  disirability  of  conserving  resources  while  giv- 
ing good  quality  care.  Optimal  use  of  outpatient  care,  follow-ups.  and  less 
costly  facilities  may  have  to  be  newly  learned  by  a  physician  in  an  HMO. 

The  committee  recommends  that  medical  educators  become  more  responsive 
to  the  needs  of  the  practitioner  and  the  patient  whom  he  serves,  and  instruct 
medical  students  in  their  responsibilities  and  opportunities  for  conserving 
health  care  resources. 

2.  Hospital  staff  appointments 

AVhen  an  HMO  does  not  control  its  own  hospital  facility,  its  physicians  must 
obtain  appointments  on  staffs  of  local  hospitals  where  HMO  patients  will  be 
admitted.  Historically,  the  staffs  of  .such  hospitals,  being  dominated  by  fee-for- 
service  doctors,  have  discriminated  against  HMO  physicians.  Although  the  or- 
ganized medical  profession  has  been  disciplined  under  antitrust  laws  for  such 
exclusionary  practices,  HMO  physicians  may  still  find  it  difficult  to  obtain  staff 
privileges. 

Even  when  staff  privileges  are  obtained  for  an  HMO  physician,  the  rules 
and  procedures  established  by  the  medical  staff  of  the  hospital  may  interfere 
with  the  HMO's  operation  and  its  ability  to  realize  the  efficiencies  of  which  it 
is  capable.   A  non-hospital-based   HMO   must   have   effective   control   over   the 
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treatment  of  its  patients  while  tliey  are  bospitalized.  Tlie  HMO  physician 
should  be  free  to  use  outside  laboratories  and  other  ancillary  services  in  the 
interest  of  efficiency  or  quality. 

The  committee  recomhiends  that  all  available  means  l)e  used  to  assure  that 
HMO  phi/sicians  be  f/ivc7i  equal  treatment  with  other  physicians  in  obtaining 
hospital  staff  appointments  and  equal  treatment  in  hospital  staff  policies  and 
arranoements  affecting  the  performance  of  the  medical  staff.  If  simple  equality 
in  these  policies  and  arrangements  places  an  extra  burden  on  HMO  physicians 
by  requiring  them  to  engage  in  quality  and,  utilization  control  activities  that 
duplicate  the  internal  procedures  of  the  HMO,  the  cotnmittee  I'ecommends  con- 
sidcratian  of  modification  in  the  hnspitaVs  basic  staff  arrangements,  possibly 
including  special  staff  status  for  HMO  physicians.'^ 

3.  Professional  standai'ds  revieiv  organizations 

The  development  of  PSROs  under  recent  federal  legislation  represents  a  po- 
tential rather  than  an  actual  problem,  since  these  organizations  have  not  yet 
been  established  nor  regulations  promulgated  by  HEW.  As  PSROs  evolve,  they 
could  establish  rules  that  might  preclude  the  effective  operation  of  HMOs  or 
interfere  with  the  ability  of  HMO  physicians  to  make  sound  decisions  concern- 
ing the  costs  and  benefits  of  particular  courses  of  medical  care. 

The  committee  recommends  that  in  accordance  toith  the  laio  HMOs  sJiould 
be  permitted  to  perfonn  their  otrn  utilization  and  quality  revieiv  tvithin  rea- 
sonable li>nits  established  by  HE\V,  and  that  HEW  and  Congress  should  be  vig- 
ilant to  identify  and  prevent  efforts  by  PSROs  to  stifle  competition  by  creating 
barriers  to  alternative  forms  of  health  care  delivery  systems.^ 

[The  HMO  Act  requires  that  HMOs  benefitted  by  the  law  must  "have  orga- 
nizational arrangements,  estal)lished  in  accordance  \\\i\\  regulations  of  the 
Secretary,  for  an  ongoing  quality  assurance  program  for  its  health  services 
which  (A)  stresses  health  outcomes,  and  (B)  provides  review  by  physicians 
and  other  health  professionals  of  the  process  followed  in  the  provision  of  serv- 
ices."] 

C.  Capital  Needs 

HMOs  may  have  serious  problems  in  obtaining  the  capital  needed  not  only 
for  physical  plant  but  also  to  meet  the  substantial  expenses  incurred  during 
the  planning  and  start-up  phases  of  HMO  development.  Initial  capital  needs 
will  be  greatest  if  a  new  hospital  must  be  built  and  will  be  least  in  the  case 
of  a  foundation  for  medical  care.  But  many  plans  will  require  at  least  outpa- 
tient facilities  to  be  built  or  remodeled,  and  all  types  of  plans  may  anticipate 
some  uncertainty  about  when  the  fiscal  break-even  point  will  be  reached. 

The  capital  problems  of  HMOs  could  be  somewhat  ameliorated  if  the  obsta- 
cles to  HMO  development  are  lowered  in  accordance  with  the  committee's  rec- 
ommendations. Not  only  should  the  cost  of  the  developmental  phase  be  some- 
what reduced,  but  private  capital  will  be  more  readily  obtained  once 
uncertainties  are  minimized.  The  committee  believes  that  the  capital  problems 
of  HMOs  could  more  economically  and  more  equitably  be  solved  by  governmen- 
tal actions  to  minimize  entry  obstacles  than  by  federal  funds  to  overcome  the 
obstacles  in  practice. 

However,  the  committee  believes  that  federal  assistance  in  HMO  capital 
needs  is  justified  for  several  reasons,  which  are  consistent  with  the  objective 
of  a  fair  market  test.  One  reason  is  that  most  HMOs  start  with  a  substantial 
competitive  disadvantage  in  comparison  to  the  established  system  because  of 
such  factors  as  consumer  inertia,  the  difficulties  of  staff  recruitment  against 
the  attractions  of  fee-for-service  practice,  both  subtle  and  overt  opposition  by 
established  providers,  and  the  shoi'tage  of  persons  trained  or  experienced  in 
the  administrative  complexities  of  initial  HMO  planning  and  organization.  Un- 
less some  subsidy  is  provided,  private  capital  will  often  be  unwilling  to  take 
the  substantial  risks  involved  in  overcoming  these  disadvantages.  In  providing 
subsidies,  the  government  would  assume  some  of  the  risks  in  order  to  obtain 
the  benefits  that  presumably  would  accrue  to  the  whole  society  from  more  sub- 
stantial HMO  development.  This  argument  for  subsidy  is  analogous  to  the  tar- 
iff protection  which  many  nations  provide  for  "infant  industries." 


8  S(>p  dissent  by  Herbert  Klarman.  p.  00. 
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73 

Another  argument  for  government  subsidy  is  that  the  level  of  private  invest- 
ment in  HMO  development  is  likely  to  be  insufficient  because  all  of  the  benefits 
from  tliis  development  could  not  be  captured  by  those  making  the  investment. 
These  '•external"  benefits  to  the  whole  society  would  result  from  the  competi- 
tive impact  of  wider  HMO  development  on  the  rest  of  the  system. 

In  addition,  the  potential  of  cost  savings  from  HMO  development  to  the  gov- 
ernment as  the  largest  financer  of  health  services  justifies  some  subsidy  as  an 
investment  by  the  government,  paying  future  returns  in  the  form  of  lower  gov- 
ernmental expenditures  for  health  services. 

1.  Initial  capital  needs 

HMOs  would  seem  to  be  able  to  attract  financing  from  private  sources  for 
many  of  their  initial  needs.  Although  nonprofit  HMOs  cannot  raise  equity  capi- 
tal, as  can  profit-oriented  HMOs,  they  should  have  some  opportunities  to  bor- 
row private  capital  if  entry  Itarriers  are  reduced  and  if  governmental  policy  is 
clarified  so  that  investors  can  have  some  confidence  that  HMOs  are  not  subject 
to  injury  by  abrupt  changes  in  governmental  programs. 

However,  HMOs  will  be  in  a  better  position  to  finance  acquisition  of  tangible 
assets  than  to  meet  such  other  start-up  costs  as  salaries  and  marketing  which 
must  be  incurred  before  the  plan  becomes  a  going  and  paying  concern.  Non- 
profit HMOs  in  particular  will  be  handicapped  in  financing  these  latter  costs. 
The  committee  believes  that  financial  assistance  will  have  to  be  available  for 
nonprofit  HMOs  during  the  planning  and  development  stage  in  order  that  the 
nonprofit  sector  will  have  an  opportunity  to  pai-ticipate  fully  in  HMO  develop- 
ment. The  new  federal  legislation  responds  to  this  need. 

The  committee  emlorscs  the  availability  of  federal  assistance  to  meet  plan- 
ning and  organizational  costs  and  early  operational  deficits  incurred  by  non- 
profit concerns  interested  in  HMO  development. 

[The  HMO  Act  authorizes  the  provision  of  grants  and  contracts  to  public 
and  non-profit  entities  for  feasibility  studies  and  for  planning  and  development 
and  direct  loans  to  such  entities  for  initial  operating  costs.  It  would  provide 
loan  guarantees  only  to  for-profit  entities  "serving  a  medically  underserved 
population"  for  planning  and  development  and  for  initial  operating  costs.] 

These  subsidies  should  be  in  the  form  of  both  grants  and  guaranteed  loans, 
with  preference  given  to  guaranteed  loans  when  private  capital  is  available. 
The  committee  believes  that  grants  will  continue  to  be  necessary,  however,  es- 
pecially for  the  planning  phase  of  HMO  development.  A  considerable  invest- 
ment in  planning  must  take  place,  requiring  funds  for  staff  and  other  expen- 
ses, before  a  detailed  operational  proposal  for  an  HMO  would  justify  a 
guaranteed  loan  or  other  access  to  private  capital.  Also,  the  planning  may  re- 
sult in  a  conclusion  that  in  operational  PIMO  is  not  feasible,  in  which  case 
payback  of  a  loan  would  not  be  possible.  The  committee  also  discussed  the  pos- 
sil)ility  of  federal  interest  subsidies  as  another  means  of  providing  financial  as- 
sistance, but  it  was  the  consensus  of  the  committee  that  a  mixture  of  grants 
and  loan  guarantees  would  be  a  more  straightforward  means  of  providing  as- 
sistance. 

2.  Internally  generated  capital 

It  is  important  that  existing  HMOs  have  the  opportunity  to  expand  their  op- 
erations, either  within  the  communities  they  are  serving  or  into  other  locali- 
ties. Indeed,  much  of  the  successful  HMO  development  in  recent  years  has 
resulted  from  the  expansion  of  existing  HMOs,  including  expansion  into  other 
states.  These  existing  HMOs  have  the  know-how  and  the  experience  necessary 
to  accomplish  such  expansion,  and  it  is  important  that  their  capabilities  in 
these  regards  not  be  unduly  hampered  by  the  difficulty  of  generating  capital 
internally  for  reinvestment.  Cost-reimbursement  schemes  of  financing  health 
care  have  consistently  restricted  HMOs  (and  other  providers)  in  their  ability 
to  generate  not  only  the  capital  needed  for  growth  but  also  the  funds  neces- 
sary to  maintain  the  existing  plant  and  to  replace  obsolete  facilities.  For  ex- 
ample, the  Medicare  program  does  not  recognize  future  capital  needs  as  a 
cost  in  reimltursemeut  formulas.  Although  depreciation  charges  are  permitted, 
these  are  based  on  historical  costs  and  are  inadequate  to  replace  facilities 
under  prevailing  conditions. 
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One  method  of  assuring  HMOs  capital  integrity  would  be  to  include  a  fixed 
amount  in  recognition  of  future  capital  needs  in  cost-reimbursement  payments. 
The  committee  believes,  however,  that  cost  reimbursement  is  not  an  appropri- 
ate method  for  compensating  HMOs  and  further,  that  the  subsidies  which 
might  be  provided  by  means  of  such  an  add-on  in  the  cost-reimbursement  for- 
mula would  be  greater  than  was  appropriate  in  some  cases — such  as  where  the 
HMO  was  declining — and  less  than  was  appropriate  lu  other  areas — such  as 
where  rapid  expansion  was  called  for.  In  the  committee's  view,  an  HMO's  fu- 
ture capital  requirements  could  be  met  by  a  system  of  federal  payments  for 
care  to  lieneficiaries  under  the  various  federal  health  i^rograms  that  would  be 
the  same  as  the  HMO's  charges  to  its  other  eni'oUees.  Then,  if  an  HMO, 
whether  for-profit  or  nonprofit,  was  able  to  earn  more  than  the  cost  of  provid- 
ing services,  it  would  have  capital  available  for  reinvestment.  Since  the  HMO's 
profitability  is  likely  to  be  greater  where  opportunities  for  expanding  its  serv- 
ices are  present,  those  HMOs  in  the  best  position  to  expand  their  operations 
would  be  most  likely  to  have  the  capital  with  which  to  do  so.  Moreover,  the 
borrcjwiug  prospects  of  HMOs  in  this  position  would  be  much  better  than  those 
of  HMOs  which  were  unable  to  obtain  for  their  services  much  more  than  the 
cost  of  providing  them. 

The  committee  recommends  that  Federal  payments  to  HMOs  on  behalf  of 
beneficiaries  of  federal  health  programs  be  made  on  a  prospective  rate  basis 
including  factors  for  capital  needs  proportionate  to  those  included  in  rates 
charged  to  their  other  enrollees. 

The  committee  rcconwiends  reconsideration  of  those  provisions  of  the  Social 
Security  Act  Amendments  of  1972  ivhich  Vnnitcd  the  incentives  of  HMOs  to  re- 
duce costs  by  requiring  the  HMO  to  pass  certain  cost  savings  on  to  the  federal 
government.  (The  quality  assurance  objective  of  those  provisions  could  be  sat- 
isfied by  other  measures  which  the  committee  recommends  on  pages  49-54.) 

The  committee  has  recommended  that  prospective  rate  rather  than  retrospec- 
tive cost  reiml)ursement  is  the  appropriate  means  of  paying  HMOs  for  care 
provided.  However,  federal  programs  are  still  reimbursing  HMOs  on  a  cost 
l)asis.  When  elements  of  cost  reimbursement  are  retained,  the  committee  rec- 
ommends that  an  add-on  factor  be  permitted  in  the  reimbursement  to  enable 
the  HMO  to  meet  the  increasing  costs  of  plant  modernization  and  replacement 
and  to  provide  for  reasonable  growth. 

The  committee  recommends  that  federal  loan  guarantees  be  available  for 
HMO  investment  in  capital  assets,  and  that  grant  funds  be  available  to  cover 
situations  in  ivhich  an  HMO  has  been  excluded  from  the  private  sources  of 
capital  funds,  particularly  HMOs  proposing  to  offer  services  in  underserved 
areas. 

[The  HMO  Act  exempts  HMO  services  to  Medicare  and  Medicaid  beneficiar- 
ies from  the  Act's  recjuirement  for  fixed  payment  based  on  a  community  rating 
system  and,  for  such  beneficiaries,  exempts  HMOs  from  the  requirement  of  as- 
suming full  financial  risk  on  a  prospective  basis.  The  effect  is  to  continue  the 
current  reimbursement  method  for  these  beneficiaries^either  through  incentive 
reimbursement  or  cost  reimbursement,  as  provided  in  the  Social  Security 
Amendments  of  1972.  It  makes  no  provision  for  an  add-on  to  maintain  the 
physical  plant.] 

D.  Marketing  Problems 

Among  the  most  serious  problems  facing  HMOs  are  those  of  marketing  the 
plan  and  achieving  a  level  of  enrollment  which  permits  financially  sound 
operation. 

/.  Marlccting  to  employment  groups  and  other  population  groups 

The  most  likely  source  of  large  enrollments  will  be  employee  groups.  The 
HMO  has  had  difficulty  in  approaching  these  groups,  however,  when  the  em- 
ployer already  has  an  insurance  plan  that  offers  the  employees  a  free  choice 
only  within  the  fee-for-service  sector.  The  HMO  has  to  persuade  the  employer 
to  provide  a  new  option,  one  that  employees  may  not  understand — or  want — 
and  one  that  also  entails  additional  bookkeeping  cost  for  the  employer.  More- 
over, the  insurer  providing  the  existing  coverage  may  object  to  participating  in 
a  plan  tliat  offei-s  employees  a  choice  of  HMO  enrollment.  The  committee  has 
been  told  of  instances  in  which  carriers  threatened  to  withdraw  unless  a  high 
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percentage  of  enrollment  in  the  existing  plan  was  maintained.  Although  osten- 
sibly based  on  actuarial  considerations,  such  threats  have  an  anticompetitive 
flavor. 

Some  HMOs  have  preferred  to  function  in  a  "dual-choice"  situation,  whereby 
employees  in  an  insured  group  can  choose  between  the  HMO  and  regular  in- 
surance coverage.  These  H^NIOs  have  found  that  a  monoply  position  creates  en- 
roUee  dissatisfaction.  The  committee  is  impressed  that  dual-choice  arrange- 
ments have  shown  the  wisdom  of  the  principle  of  the  fair  market  test.  The 
committee  is  pleased  that  the  new  federal  legislation  would  extend  the  choice 
principle  more  widely  so  as  to  facilitate  real  consumer  choice  among  clearly 
presented  alternatives. 

The  commiticc  endorses^  the  proviMon  of  the  new  legislutio7i  reqiiir'mff  that 
all  employers  covered  by  the  Fair  Standard  Aet  of  1938  with  more  than  25  cm- 
ploiiees  he  required  to  offer  their  employees  the  option  of  having  the  premium 
cost  of  coverage  under  any  health  insurance  plan  that  they  offer  applied  to  the 
purchase  of  enroUment  in  one  or  more  available  HMOs.  The  decision  as  to 
ho)r  many  HMOs  are  included  in  the  choice  should  rest  ivith  the  organized 
purchases  of  cffrc.io  The  implementation  of  this  requirement  should  follow  the 
lines  of  the  Federal  Employees  Health  Benefits  Program,  which  periodicaUy 
provides  employees  with  information  presented  in  a  format  which  facilitates 
informed  choice. 

[The  HMO  Act  requires  that  each  employer  covered  by  the  Fair  Labor 
Standards  Act  of  1938  and  having  25  or  more  employees  include  in  any  health 
benefits  plan  offered  to  its  employees  the  option  of  membership  in  qualified 
HMOs  which  provide  services  in  the  areas  in  which  the  employees  reside.  If 
there  is  more  than  one  qualified  HMO  in  the  area  and  they  include  (a)  one  or 
more  providing  basic  health  services  through  professionals  who  are  members 
of  the  staff  of  the  organization  or  a  medical  group  and  (b)  one  or  more  of 
such  organizations  providing  such  services  through  an  individual  practice  asso- 
ciation, the  employer  must  offer  options  for  "at  least  one''  of  each  of  the  (a) 
and  (b)  types  of  organizations.] 

State  legislation  or  changes  in  administrative  practice  are  needed  to  allow 
HMOs  access  to  otlier  large  groups  of  potential  enrollees,  such  as  state  em- 
ployees covered  under  a  health  benefits  program.  Most  important,  states  should 
allow  HMOs  an  opportunity  to  serve  Medicaid  populations  at  state  expense. 
Some  states  have  contracted  with  foundations  for  medical  care  to  provide 
Medicaid  benefits.  Such  arrangements  are  promising  if  care  is  taken  that  inde- 
pendent HMOs  are  given  an  etpial  chance  to  serve  such  populations. 

The  committee  reeommends  that  states  move  immediately  to  make  a  choice 
of  HMO-type  care  available  in  state  employee  health  benefits  and  Medicaid 
programs,  under  conditions  that  facilitate  a  fair  market  test  of  the  HMO  con- 
cept. 

Some  employers  provide  only  limited  health  insurance  benefits  for  their  em- 
ployees. HMOs  can  find  it  difficult  to  compete  in  such  situations  because  the 
comprehensive  benefit  package  they  offer  appears  to  be  more  expensive.  Em- 
ployees may  make  major  out-of-pocket  expenditures  for  medical  care,  which 
cause  their  total  outlay  to  be  greater  on  the  average  than  the  HMO  enrollment 
charge,  but  still  be  reluctant  to  pay  the  additional  amounts  that  HMO  enroll- 
ment entails. 

Several  legislative  proposals  have  contemplated  mandatory  health  insurance 
coverage  by  employers  as  a  way  of  achieving  universal  health  insurance.  As- 
suming that  the  mandated  minimum  benefit  level  was  sufficiently  high.  HMOs 
could  perhaps  compete  more  effectively  in  such  a  market  environment.  Al- 
though some  members  of  tJie  committee  are  attracted  by  the  idea  of  mandated 
health  insurance,  we  have  not  made  a  recommendation  concerning  it,  primarily 
because  it  raises  issues  beyond  those  involved  in  obtaining  a  fair  market  test 
for  the  HIVIO  concept.  The  committee  believes  that  consumer  education  may  ul- 
timately enable  HMOs  to  compete  effectively  in  areas  where  health  insurance 
programs  have  been  minimal. 

2.  Consumer  inertia  and  lack  of  information 

Tn  areas  of  the  country  where  HMO-type  services  have  not  been  offered  pre- 
viously, consumers  are  xminformed  aboiit  the  advantages  and  disadvantages. 
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The  problem  is  compounded  by  the  difficulty  of  comparing  the  cost  of  HMO  en- 
rollment with  other  forms  of  health  insurance  that  may  leave  the  consumer 
with  major  out-of-pocket  expemlitures.  Also,  consumer  beliefs  about  the  conse- 
quences of  HMO  enrollment  for  their  choice  of  physicians  and  concerns  about 
the  quality  of  services  may  impede  marketing  eiforts.  Many  consumers  will  of 
course  prefer  to  maintain  otheir  satisfactory  relationships  with  their  family 
physicians,  while  others,  lacking  adequate  information,  will  be  i-eluctant  to 
sever  even  an  unsatisfactory  relationship  until  more  is  known.  Because  con- 
sumers are  largely  dependent  on  other  consumers'  recommendations,  a  new 
HMO,  not  having  had  a  chance  to  establish  a  reputation,  may  be  faced  with 
wait-and-see  attitudes  on  the  part  of  many  prosi>ective  enrollees. 

Several  of  the  well-established  HMOs  have  adopted  policies  against  advertis- 
ing as  a  market  device  and  believe  this  is  a  sound  general  policy.  Some  HMOs 
have  found  it  difficult  to  inform  consumers  fully  of  the  nature,  availability, 
and  characteristics  of  the  plan,  or  to  provide  assurances  about  the  quality  of 
care  and  information  about  cost  advantages.  The  committee  believes  the  HMOs 
must  be  allowed  to  provide  such  information  about  their  new  form  of  service 
and  the  quality  and  cost  of  the  services  they  provide. 

The  commiitec  recommends  that  no  restrictions,  legal  or  ctJiic-al,  he  applied 
to  the  advertising  of  HMO  plans,  except  for  the  prefiUng  of  puMic  information 
materials  unth  a  state  agency  wliieh  provides  an  opportunity  for  revietv  of  the 
accuracy  and  appropriateness  of  the  materialM 

[The  HMO  Act  provides  that  no  state  may  establish  or  enforce  any  law 
which  prevents  an  HMO  qualified  under  the  new  law  from  "soliciting  members 
through  advertising  its  services,  charges,  or  other  nonprofessional  aspects  of 
its  organization."  However,  it  does  not  authorize  any  advertising  which  "iden- 
tifies, refers  to,  or  makes  any  qualitative  judgment  concerning  any  health  pro- 
fessional who  provides  services  for  a  health  maintenance  organization."] 

E.  Organizational  Problems 

If  HMOs  are  to  be  given  a  fair  market  test,  they  must  not  be  unduly  con- 
strained in  their  ability  to  organize  themselves  appropriately.  Organizational 
Ijroblems  are  apt  to  be  most  pressing  in  the  early  stages  of  HMO  develop- 
ment, but  the  committee  believes  that  flexibility  should  be  permitted  at  all 
stages  so  that  HMOs  can  adapt  themselves  to  changing  circumstances.  For  ex- 
ample, regulatory  and  other  policies  should  not  prevent  a  continuing  fair  mar- 
ket test  for  very  small  HMOs  but  should  allow  their  survival  to  be  determined 
by  circumstances  and  consumer  choice.  Such  HMOs  may  provide  more  person- 
alized care  and  may  therefore  be  able  to  compete  even  at  a  higher 
cost. 

1.  Comprehensive  services 

Although  most  HMOs  are  designed  to  provide  a  wide  range  of  health  serv- 
ices, there  are  reasons  why  the  range  should  not  be  too  closely  dictated  by 
legal  and  administrative  requirements.  For  example,  in  the  beginning  stages  of 
development,  an  HMO  could  find  it  difficult  to  provide  all  of  the  services  that 
it  may  ultimately  wish  to  offer.  Small  HMOs  will  find  it  diflScult  to  offer  cer- 
tain kinds  of  benefits.  Moreover,  the  HMO  s  ability  to  attract  enrollees  may  ac- 
tually diminish  as  it  increases  the  number  of  services  which  tlie  consumer 
must  obtain  within  the  HMO  rather  than  outside  it.  For  example,  if  the  enrol- 
lee  has  a  dentist  whom  he  does  not  wish  to  give  up,  he  will  be  less  likely  to 
join  an  HMO  if  dental  services  are  included  in  the  benefit  package.  As  long  as 
health  insurance  is  voluntary,  the  HMO  must  be  able  to  compete  in  the  health 
cai'e  market  where  the  attractiveness  of  a  plan  will  be  considered  in  terms  of 
the  potential  enrollee's  financial  ability  and  willingness  to  pay. 

The  committee  recommends  that  rigid  requirements  for  comprehensiveness  of 
benefits  and  services  beyond  basic  outpatient  and  inpatient  services  not  he  im- 
posed on  HMOs  in  order  that  they  can  have  the  maximnm  flexibility  in  adapt- 
ing themselves  to  the  available  resoiirces  and  the  needs  of  their  communities. 

[The  HMO  Act  is  in  direct  conflict  with  the  committee's  recommendation. 
The  Act  specifies  a  comprehensive  array  of  services  which  an  HMO  must  pro- 
vide to  be  eligible  for  the  benefits  of  the  Act.  Its  basic  package  must  cover 
such  services  as  preventive  dental  services  for  children,  short-term  outpatient 
evaluative  and  crisis  intervention  mental  health  services,  home  health  services, 
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medical  treatment  and  referral  services  for  the  abuse  or  addiction  to  alcohol 
and  drugs,  etc.  In  addition,  if  the  necessary  health  manpower  is  available  and 
if  the  member  has  contracted  for  such  services,  the  HMO  must  provide  such 
supplemental  services  as:  those  available  in  intermediate  and  long-term  care 
facilities ;  vision  care,  dental  services,  and  mental  health  services  not  included 
in  the  "basic""  pacliage ;  and  long-term  physical  medicine  and  rehabilitative 
services.] 

2.  Exposure  to  actuarial  risk 

An  HMO  would  have  to  have  an  extremely  large  enrollment  to  be  reasonably 
certain  that  it  was  not  exposed  to  an  excessive  risk  of  poor  health  experience 
on  the  part  of  the  enrollee  population.  While  HMOs  can  control  many  aspects 
of  the  care  they  give,  they  cannot  do  much  to  control  the  Incidence  of  cata- 
strophic disease  or  the  need  for  expensive  therapeutic  measures.  Earlier  dis- 
cussion dealt  with  regulatory  measures  to  assure  financial  responsibility  and 
mentioned  reinsurance  or  stop-loss  insurance  as  a  means  of  protecting  HMOs 
against  various  risks. 

Reinsurance  or  stop-loss  insurance  would  be  most  used  by  smaller  or  new 
HMOs.  Because  the  committee  believes  that  every  effort  should  be  made  to  as- 
sure the  viability  and  possible  growth  of  small  HMOs,  this  form  of  limiting 
risk  should  not  only  be  permitted  but  encouraged  as  a  means  for  enabling 
HMOs  to  bear  only  those  risks  over  which  they  have  a  reasonable  amount  of 
control  or  which  they  can  predict  with  reasonable  accuracy.  Since  the  HMO  in 
a  competitive  environment  will  have  an  incentive  to  narrow  the  range  of  rein- 
sured services  (because  of  the  high  cost  of  reinsurance),  the  committee  recom- 
mends that  no  impediment  to  HMO  purchase  of  reinsurance  he  imposed. 

[The  HMO  Act  requires  that  the  HMO  assume  full  risk  on  a  prospective 
basis  for  the  provision  of  basic  health  services,  except  that  an  HMO  may  ob- 
tain insurance  or  make  other  arrangements  for  (a)  the  cost  of  providing  basic 
healtli  services  which  exceeds  in  the  aggregate  $5,000  for  any  member  in  a 
year;  (b)  the  cost  of  providing  basic  health  services  outside  the  plan  where 
medical  necessity  so  requires;  and  (c)  not  more  than  90  percent  of  the  amount 
by  which  its  costs  for  any  of  its  fiscal  years  exceeds  115  percent  of  its  income 
for  such  a  year. 

[The  limitation  on  reinsurance  are  inconsistent  with  the  committee's  recom- 
mendation.] 

S.  Staff  reoruitmcnt 

It  is  difficult  for  an  HMO  to  have  its  entire  physician  staff  assembled  before 
enrolling  patients  and  beginning  to  serve  their  needs.  As  a  consequence,  transi- 
tional problems  must  be  given  serious  attention.  It  must  also  be  recognized 
tliat  the  HMO  may  at  any  time  find  it  difficult  to  fill  some  of  its  staff 
positi<ms. 

These  problems  may  be  solved  in  a  variety  of  ways.  One  method  may  be  to 
provide  some  services  by  means  of  purchase  from  fee-for-service  providers.  An- 
otlier  means  of  dealing  with  recruitment  or  staffing  problems  is  the  oi>pration  of 
the  HMO  in  combination  with  the  participating  doctor's  fee-for-service  prac- 
tice, either  individually  or  as  a  group.  Existing  physician  groups  may  find  it 
easier  to  make  the  transition  to  prepayment  if  they  do  not  have  to  cut  all  of 
their  ties  with  fee-for-service  practice. 

The  committee  recommends  that  HMOs  Ijc  allowed  flexibility  in  making  ar- 
rangements icith  phi/sicians  in  order  that  they  may  meet  their  enrollees'  needs 
in  a  manner  best  suited  to  prevailing  conditions,  i- 

[The  HMO  Act  allows  HMOs  eligible  for  its  benefits  to  use  professional  staff 
other  than  its  own  staff  only  in  the  case  of  medical  necessity  or  of  health 
services  which  are  "mmsual  or  infrequently  used."  This  limitation  is  inconsist- 
ent v.ith  the  committee's  recommendation.] 

Jf.  Limited  availability  of  man<tgement  skills 

The  organization  and  management  of  an  HMO  involves  many  management 
skills  that  are  not  widely  available  in  the  health  field.  A  capable  manager 
must  be  able  to  deal  with  problems  of  internal  management,  legal  difficulties, 
marketing  problems,  and  actuarial  and  financial  forecasting.  The  committee  be- 
lieves that  the  shortage  of  personnel  with  the  managerial  skills  necessary  to 
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plan  and  develop  an  HMO  is  one  of  the  most  serious  obstacles  now  preventing 
a  fair  market  test  of  tlie  HMO  concept. 

Many  existing  health  administration  programs  emphasize  hospital  adminis- 
tration or  health  planning  and  policy  and  do  not  prepare  the  student  specifi- 
cally for  the  managerial  tasks  involved  in  administering  an  HMO.  A  direct 
committee's  preference  for  removing  the  committee's  obstacles  which  face  all 
subsidy  for  appropriately  designed  training  programs  is  in  keeping  with  the 
would-be  HMOs.  The  committee  recommends  that  federal  training  support  he 
offered  for  the  education  of  HMO  managers  in  programs  oriented  toicard  the 
particular  practical  needs  of  HMO  management. 

5.  Consumer  participation 

A  role  for  consumers  in  HMO  management  has  proved  highly  successful  in 
numerous  settings,  but  it  is  not  an  essential  characteristic  of  a  good  HMO. 
INIoreover,  it  would  present  considerable  problems  for  plans  serving  heteroge- 
neous or  potentially  hostile  communities.  Consumer  choice  among  health  care 
alternatives  in  a  marketplace  can  supply  many  of  the  same  advantages  (re- 
sponsiveness, etc.)  which  consumer  participation  is  though  to  provide  and  has 
the  added  advantage  of  allowing  the  effective  expression  of  individual  prefer- 
ences outside  the  context  of  majority  rule.  Although  the  committee  believes 
that  consumer  participation  has  great  merit  and  expects  that  both  for-profit 
and  nonprofit  providers  will  find  that  it  can  make  their  plans  more  attractive, 
ice  recommend  that  consumer  participation  in  management  not  he  made  man- 
datory. 

[Consumer  participation  in  HMO  management  is  made  mandatory  by  the 
HMO  Act.  The  Act  requires  that  HMOs,  to  be  eligible  for  the  benefits  of  the 
Act,  be  "organized  in  such  a  manner  that  assures  that  (a)  at  least  one-third 
of  the  membership  of  the  policymaking  body  of  the  health  maintenance  organi- 
zation will  be  members  of  the  organization,  and  (b)  there  will  be  equitable 
representation  on  such  body  of  members  from  medically  underserved  popula- 
tions serviced  by  that  organization."] 

IV.    APPROACHES    TO    THE    QUAI,ITY-OF-CARE   ISSUE 

Assurance  of  the  quality  of  care  provided  l)y  HMOs  is  an  issue  that  particu- 
larly deserves  discussion  because  it  is  at  the  heart  of  much  of  the  controversy 
over  the  HMO  concept.  The  development  of  niethod.s  to  assure  the  quality  of 
care  is  a  diflicult  task  for  the  entire  health  care  system,  but  the  issue  is  de- 
l)ated  more  strongly  with  regard  to  HMOs  because  the  HMO  has  incentives  to 
economize  in  the  use  of  resources.  The  following  discussion  describes  not  only 
the  nature  of  this  concern  which  has  prompted  the  controversy  but  those  steps 
which  the  committee  believes  can  deal  satisfactorily  with  the  problems  of  qual- 
ity assurance. 

A.  Concerns  ahout  Provision  of  Sufficient  Services 

Because  an  HMO  is  paid  in  advance  and  is  thereafter  committed  to  assure 
the  delivery  of  all  the  services  needed  by  its  enrollees,  there  may  be  a  tempta- 
tion for  the  HMO  to  economize  by  failing  to  provide  needed  care.  The  problem 
is  that  HMO-type  care,  in  a  sense,  represents  too  much  of  a  reversal  of  the  in- 
centives for  overutilization  that  are  inherent  in  fee-for-service  medicine.  Con- 
sumers' ignorance  about  the  value  of  specific  medical  services  necessitates 
delegation  of  decisions  to  physicians  and  makes  rational  provider  incentives 
practically  impossible  to  achieve.  It  is  necessary  to  find  ways  of  making  ar- 
rangements with  health  care  providers  in  which  desirable  incentives  to  econo- 
mize do  not  spill  over  into  a  temptation  to  diminish  (juality.  The  question  be- 
comes one  of  determining  what  countervailing  incentives  to  maintain  quality 
are  operating  and  what  measures  can  be  taken  to  strengthen  these  incentives 
or  compensate  for  their  absence. 

B.  Positive  Implications  for  the  Quality  of  Care 

It  would  be  misleading  to  describe  only  the  incentives  for  an  HMO  to  fail  to 
provide  sufficient  services.  There  is  no  well-documented  evidence  that  existing 
HMOs  fail  to  provide  necessaxw  services,  and  we  can  note  some  of  the  positive 
implications  that  HMOs  should  have  for  the  quality  of  care,  recognizing  that 
there  is  no  definitive  analysis  available  of  these  advantages. 
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The  grouping  of  physicians  in  an  HMO  setting  provides  both  the  environ- 
ment and  the  incentives  for  effective  peer  review  and  continuing  education, 
formal  and  informal.  Close  relationships  and  mutual  advantage  also  encourage 
appropriiite  consultations  and  referrals,  and  opportunities  for  specialization 
within  an  integrated  organization  can  increase  quality  assurance.  Technical  ef- 
ticiencies  are  available  in  the  maintenance  of  medical  records,  the  prescription 
and  dispensing  of  drugs,  and  the  use  of  personnel  and  equipment,  and  should 
contribute  to  quality  as  well  as  economy.  The  economic  incentives  to  practice 
preventive  medicine  also  point  toward  potential  improvement  in  the  health  of 
the  enrollee  population.  In  view  of  these  considerations  and  actual  perform- 
ance of  some  existing  HMOs,  there  is  reason  to  expect  that  HMOs  will  give 
care  of  good  quality. 

C.  Quality  and  Competition 

Internal  characteristics  are  not  all  that  enhance  HMOs'  concern  with  the 
quality  of  care.  Competition  between  prepaid  and  postpaid  providers  forces 
lioth  ilMOs  and  the  fee-for-service  sector  to  strilie  an  appropriate  balance  be- 
tween costs  and  quality.  In  a  competitive  market,  preferably  featuring  several 
HMOs  of  various  shapes  and  sizes  but  definitely  offering  the  option  of  choos- 
ing between  HMO-type  care  and  prepaid  fee-for-service  care,  an  HMO  that 
gained  a  reputation  for  materially  underserving  its  enrollees  would  lose  cus- 
tomers and  fail.  Such  additional  factors  as  humanitarian  impulses,  profession- 
alism, the  threat  of  malpractice  lawsuits,  competition  for  consumer  favor,  and 
consumer  expectations  flowing  from  a  strong  faith  in  the  value  of  health  care 
would  help  deter  pi-epaid  providers  from  cost  reductions  that  might  adversely 
affect  enrollees. 

Many  kinds  of  potential  underservice  about  which  apprehensions  are  ex- 
pressed could  in  fact  be  detected  by  consumers  and  acted  upon  as  long  as  al- 
tei-natives  were  available.  These  include  all  of  the  nontechnical  quality  items, 
such  as  convenience,  accessibility,  and  responsiveness  to  perceived  needs.  Some 
of  the  prepaid  health  plans  sponsored  under  California's  Medicaid  program 
have  been  criticized  for  failing  in  these  regards,  but  experience  is  still  limited. 
The  committee  believes  that  if  its  recommendations  are  adopted,  the  most  defi- 
cient plans  will  tend  to  lose  out  to  better  ones,  and  that  the  fee-for-service  op- 
tion may  eventually  seem  more  attractive  to  some  enrollees.  However,  if  con- 
sumer choice  is  to  be  as  effective  as  possible  in  controlling  these  elements  of 
quality,  major  precautions  must  be  taken  against  use  of  high-pressure  sales 
tactics  and  arrangements  which  lock  enrollees  into  plans  for  an  extended  pe- 
riod even  if  they  become  dissatisfied.  Believing  that  consumer  choice  must  be 
given  substantial  freedom,  even  at  the  cost  of  major  administrative  problems, 
the  cnmmiitce  recommends  that  enrollments  ivhich  occur  off  the  premises  of 
the  HMO  (/n  door-to-door  sales,  for  example)  ^^  be  subject  to  cancellation 
within  a  ten-day  "cooling-off"  period  similar  to  that  legally  mandated  in  cer- 
tain consumer  credit  transactions.  Further,  the  committee  recommends  that 
dissatisfied  enrollees  be  allowed  to  withdraw  from  one  plan  and  enroll  in  an- 
other on  short  notice  and  not  merely  during  annual  enrollment  periods — sub- 
ject perhaps  to  a  limit  of  one  such  shift  per  year,  i* 

The  committee  is  also  concerned  about  the  exploitation  possibilities  and  the 
danger  of  "second-class"  medical  care  which  is  presented  by  HMOs  which 
cater  exclusively  or  predominantly  to  Medicaid  or  Medicare  beneficiaries.  The 
committee  therefore  recommends  adoption  of  a  federal  limitation  on  payment 
of  funds  to  HMOs  which  draw  more  than  a  fixed  percentage — say,  half — of 
their  enrollees  from  the  beneficiaries  of  these  programs  except  for  a  new  HMO 
during  a  brief  period  after  its  inception,  is  Such  a  requirement  would  also  fa- 
cilitate government  reliance  on  market-influenced  charges  in  fixing  a  I'eim- 
bursement  rate  for  the  HMO. 

[Although  the  HMO  Act  does  not  specifically  address  this  matter,  the  Act 
specifies  that  HMOs,  to  be  eligible  for  the  Acfs  benefits,  must  enroll  persons 
who  are  "broadly  representative  of  the  various  age,  social,  and  income  groups 
within  the  area  it  serves,"  except  that,  in  the  case  of  an  HMO  which  has  a 


^•'  See  dissent  by  James  Vohs,  p.  70. 

"  See  dissent  by  James  Vohs.  joined  by  Robert  Patricelli.  and  Herbert  Klarman,  p.  70. 
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medically  underserved  population  located  (in  whole  or  in  part)  in  the  area  it 
serves,  not  more  than  75  percent  of  the  members  may  be  enrolled  from  the 
medically  nnderserved  population  unless  the  area  is  a  rural  area  (as  desig- 
nated by  the  Secretary).] 

D.  Begulatory  Measures  Affecting  the  Quality  of  Care  i^ 

Even  though  consumer  choice  would  exercise  some  checks  on  tendencies  of 
HMOs  to  overeconomize,  the  committee  believes  that  this  incentive  must  still 
be  reckoned  with  in  setting  policy  for  HMOs,  particularly  since  proprietary  en- 
terprises are  to  be  accepted  as  a  means  of  stimulating  more  rapid  HMO  devel- 
opment. The  committee  is  of  the  opinion  that  some  kind  of  regulatory  over- 
sight of  the  quality  of  HMO  care  must  be  provided.  The  committee  also 
believes  that  if  HMOs  are  subjected  to  requirements  and  expectations  concern- 
ing quality  of  care  and  equivalent  requirements  are  not  applied  to  the  fee-for- 
service  sector,  HMOs  will  find  themselves  at  a  disadvantage  in  recruiting  and 
maintaining  staff  and  in  providing  services.  The  committee  recommends  there- 
fore that  any  quality  revieiv  systems  for  HMOs  he  designed  to  assure  levels  of 
quality  romparahle  to  those  of  fce-for-service  providers  serving  the  rest  of  the 
community  and  that  the  entire  systetn  de  subject  to  equivalent  {but  not  neces- 
sarily identical)  review  of  the  quality  of  care  and  requirements  concerning  dis- 
closure of  information.  Recoumiendations  for  specific  quality  assurance  mecha- 
nisms to  be  applied  to  the  fee-for-service  sector  are  outside  the  scope  of  this 
report.  The  specific  recommendations  in  this  section,  therefore,  are  directed  to- 
ward quality  assurance  on  HMOs,  but  the  committee's  belief  in  the  need  for 
equivalent  review  of  the  rest  of  the  system  should  be  assumed  throughout 
these  recommendations. 

The  development  of  regulatory  measures  should  not  be  allowed  to  retard  un- 
duly HMO  development  or  inhibit  innovation  by  those  HMOs  which  are  estab- 
lished. This  could  occur  if  rigid  reliance  is  placed  on  regulating  the  "inputs" 
to  or  "processes"  of  medical  care  where  the  relationship  of  these  factors  to 
outcomes  of  care  (changes  in  health  status  or  satisfaction  of  the  patient)  has 
not  been  established.  While  recognizing  the  methodological  limitations  of  relat- 
ing regulatory  measures  to  desired  outcomes,  the  committee  believes  that  regu- 
lation can  be  potentially  destructive  of  the  benefits  of  HMO  development  un- 
less the  regulatory  process  strives  to  keep  outcomes  in  view. 

In  spite  of  our  concern  over  the  possible  misuse  of  quality  assurance 
regulations  to  retard  the  creation  and  development  of  legitimate  HMOs,  the 
committee  recognizes  the  necessity  to  protect  the  public  against  enrollment  in 
an  HMO  which  does  not  have  the  capacity  or  the  intent  to  deliver  the  prom- 
ised services.  To  provide  an  initial  protection  against  the  fraudulent  or  mis- 
leading marketing  of  HMO  services,  the  committee  recommends  that  each 
HMO  he  required  to  obtain  a  state  license  to  market  its  plan,  the  license  to  be 
based,  on  a  revieiv  by  a  regulatoinj  agency  of  the  character  and  competence  of 
the  HMO's  sponsorship  and  of  its  arrangements  for  providing  services.  In  es- 
tablishing good  character,  this  review  should  consider  the  prior  records  of  the 
sponsors.  Proposed  arrangements  for  providing  services  should  be  assessed 
against  criteria  for  the  nature  and  accessibility  of  services,  including  an  exam- 
ination of  the  formal  arrangements  for  providing  services  to  assure  that  they 
are  as  represented.  Extensive  efforts  to  develop  standards  for  HMOs,  including 
provisions  relating  to  the  quality  of  care,  have  been  undertaken  by  such  orga- 
nizations as  the  Group  Health  Association  of  America,  the  Association  of 
American  Medical  Clinics,  and  the  California  Medical  Association.  The  stand- 
ards for  licensing  HMOs  could  well  be  based  on  the  work  done  by  these  orga- 
nizations. 

Since  this  type  of  licensing  for  a  new  HMO  would  occur  before  any  record 
of  performance  has  been  established,  it  would  have  to  be  based  on  a  review  of 
the  proposed  inputs  to  the  medical  care  process  rather  than  the  outcomes.  Nev- 
ertheless, the  public  is  entitled  to  protection  against  poor  performance  on  those 
aspects  of  medical  care  which  cannot  be  evaluated  effectively  by  consumers.  Of 
particular  importance  are  those  aspects  of  care  involving  life-threatening  situa- 
tions which  occur  rarely  in  any  consumer's  experience  and  offer  little  opportu- 
nity for  the  exercise  of  choice  by  the  consumer.  In  view  of  the  importance  of 
the  HMO's  capability  to  provide  care  of  appropriate  quality  in  these  circum- 
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stances,  the  committee  recommends  that  regulatory  oversight  pay  particular  at- 
tention to  the  processes  and  outcomes  of  care  needed  to  meet  nonrecurring 
needs  or  life-threatening  situations  and  to  other  aspects  of  care  tchich  enrollees 
cannot  evaluate  through  experience. 

To  assess  such  aspects  of  care  there  should  be  a  periodic  examination  by  a 
regulatory  body  of  certain  statistical  parameters  that  bear  on  an  HMO's  per- 
formance. The  committee  recommends  that  each  HMO  he  required  to  suhmit 
statistical  data  on  hospitalized  patients  at  regular  intervals  to  a  regulatory 
body  for  review  of  comparative  performance.  Comparable  data  should  be  re- 
quired for  all  hospitalized  patients  so  that  comparisons  can  be  made  among 
HMO  patients  and  all  other  patients.  These  data  sets  can  be  based  on  uniform 
definitions  established  by  the  National  Center  for  Health  Statistics,  known  as 
the  "Uniform  Hospital  Discharge  Abstract."  Basic  data  derived  from  the 
"UHDA"  can  pi'ovide  a  summary  of  performance  with  hospitalized  patients,  in- 
cluding case-mortality  rates,  which  might  give  an  indication  of  acceptable  per- 
formance in  the  aggregate.  ^Meanwhile,  work  can  continue  on  the  development 
of  more  refined  measures  of  outcome  in  terms  of  health  status  of  the  popula- 
tion served. 

Several  other  specific  regulatory  techniques  can  be  suggested  for  protecting 
against  the  risk  of  H:M0  overeconomizing  without  unduly  hampering  HMO  de- 
velopment. The  committee  recommends  the  adoption  hy  the  states  of  disclosure 
requirements  covering  snch  quality-related  items  as  the  location  and  times  of 
operation  of  facilities,  a  profile  of  the  credentials  of  the  physicians  associated 
with  the  plan,  the  nature  of  such  facilities  as  emergency  care  equipment,  and 
various  ratios  of  staff  and  equipment  to  the  patient  population.^^ 

The  committee  further  recommends  that  regulators  be  armed  with  a  variety 
of  sanctions  of  graduated  severity  for  dealing  with  the  HMO  providing  poor 
quality  care.'^^  This  range  of  sanctions  could  include  (1)  private  notification  to 
the  HMO  of  evidence  of  poor  performance,  (2)  public  announcement  of  the 
deficits  after  providing  reasonable  opportunity  for  improvement,  (3)  revocation 
of  the  license,  and  (4)  legal  charges  of  "constructive  fraud,"  defined  as  the 
HMO's  misrepresentation  of  the  services  provided,  systematic  failure  to  pro- 
vide committed  services  promptly  and  conveniently,  or  gross  neglect  of  a  pa- 
tient's clear  medical  needs.  The  "constructive  fraud"  charge  could  lead  in  the 
most  extreme  cases  to  criminal  penalties,  although  fines,  money  damages  to  in- 
jured patients,  and  receivership  could  be  intermediate  penalties.  HMOs  would 
be  subject  to  lawsuits  for  breach  of  contract  as  well  as  for  malpractice  of  the 
usual  kind. 

As  a  final  mechanism  for  controlling  possible  imderservice  by  HMOs,  the 
committee  recommends  a  requirement  for  a  regular  grievance  procedure,  moni- 
tored by  regulatory  authorities,  to  permit  enrollees  to  register  their  complaints 
about  the  failure  of  the  plan  to  provide  care  on  request  as  icell  as  about  other 
matters  of  concern.  One  feature  might  be  a  simplified  arbitration  system  for 
recovering  from  the  HMO  the  cost  of  care  obtained  outside  the  plan  following 
the  HMO's  unwarranted  refusal  to  render  it. 

[The  HMO  Act  contains  a  number  of  important  provisions  bearing  on  the 
regulation  of  HMOs,  many  of  which  extend  beyond  proposed  requirements  for 
the  rest  of  the  health  care  system.  Requests  for  financial  aid  under  the  legisla- 
tion must  meet  a  great  variety  of  requirements,  including  the  range  of  services 
to  be  provided,  methods  of  payment  for  services,  organization,  composition  of 
membership,  grievance  procedures,  and  reporting.  To  be  eligible  for  inclusion 
in  health  benefit  plans  offered  employees  under  the  legislation,  HMOs  must 
meet  these  same  requirements.  In  addition,  the  Act  specifies  that,  if  the  Secre- 
tary determines  that  any  entity  which  received  aid  under  the  legislation  or 
which  was  included  in  a  health  benefits  plan  offered  to  employees  pursuant  to 
the  legislation,  fails  to  comply  with  the  provisions,  the  Secretary  may,  in  addi- 
tion to  any  other  remedies  available  to  him,  bring  a  civil  action  in  the  appro- 
priate U.S.  district  court  to  enforce  compliance. 

[In  comparison  with  the  committee's  recommendations  on  data  requirements, 
disclosures,  and  grievance  procedures,  the  Act  requires  that  H:MOs,  to  be  eligi- 
ble for  the  benefits  of  the  legislation,  must  "provide,  in  accordance  with  the 
regulations  of  the  Secretary   (including  safeguards  concerning  the  confidential- 


ly Soe  dissent  by  .Tamps  Vnhs.  p.  72-7.3. 
1'  See  dissent  by  James  Vohs,  p.  73. 


82 

ity  of  the  doctor-patient  relationship),  an  effective  procedure  for  developing, 
compiling,  evluating,  and  reporting  to  the  Secretary,  statistics  and  other  infor- 
mation (which  the  Secretary  shall  ijublish  and  disseminate  on  an  annual  basis 
and  which  the  health  maintenance  organization  shall  disclose,  in  a  manner  ac- 
ceptable to  the  Secretary,  its  members  and  the  general  public)  relating  to  (A) 
the  cost  of  its  operation,  (B)  the  patterns  of  utilization  of  its  services,  (C) 
the  availability,  accessibility,  and  acceptability  of  its  services,  (D)  to  the  ex- 
tent practical,  developments  in  the  health  status  of  its  members,  and  (E)  such 
other  matters  as  the  Secretary  may  require."  The  Act  also  requires  that  such 
HMOs  be  "organized  in  such  a  manner  that  provides  meaningful  procedures 
for  hearing  and  resolving  grievances  between  the  health  maintenance  organiza- 
tion .  .  .  and  the  members  of  the  organization."] 

V.    SUMMARY  AND  CONCLUSION 

The  committee  believes  that  a  fair  market  test  of  the  HMO  concept  would 
do  more  to  improve  the  functioning  of  the  American  health  care  delivery  sys- 
tem than  any  other  policy  step  which  could  be  taken  in  the  near  future,  i^  Ben- 
efits of  HMO  development  would  accrue  not  only  to  those  consumers  who  chose 
to  enroll  in  HMOs  but  to  other  consumers  as  well,  for  the  HMO  has 
demonstrated  a  capacity  to  stimulate  desirable  changes  and  increased  efficiency 
in  the  entire  health  care  system.  The  committee  believes  the  HMOs  deserve 
(and  require)  no  special  advantages  in  a  competitive  test  and  that  consumers 
can  adequately  evaluate  most  of  the  relevant  strengths  and  weaknesses  of  the 
various  methods  of  health  care  delivery  that  would  be  developed  under  condi- 
tions which  the  committee  has  attempted  to  visualize.  As  to  those  areas  where 
consumers  are  not  capable  of  judging,  the  committee  believes  appropriate  mini- 
mum standards  can  be  maintained  without  jeopardizing  the  fair  market  test. 

The  committee  does  not  believe  that  HMOs  will  provide  the  answers  to  all 
the  prominent  issues  in  health  care.  It  is  clear,  for  example,  that  HMOs  can- 
not make  up  for  the  lack  of  an  equitable  financing  system.  HMOs  cannot  them- 
selves assure  the  delivery  of  medical  care  in  areas  which  are  currently  under- 
served,  principally  remote  rural  areas  and  inner  city  ghettoes.  Solutions  to 
these  problems  await  in  good  part  an  improved  financing  system  which  would 
give  residents  in  these  areas  a  reasonable  ability  to  pay  for  care.  Nevertheless, 
HMOs  may  offer  considerable  advantages  in  serving  such  populations,  both  by 
assuming  contractual  responsibility  for  the  delivery  of  care  and  by  providing 
primary  care  thi'ough  an  organization  which  links  easily  to  specialists  and  in- 
stitutional services.  For  example,  a  physician  functioning  in  a  foundation  for 
medical  care  or  a  rural  satellite  of  an  urban  HMO  could  provide  rural  resi- 
dents with  a  better  range  of  services  than  could  the  typical  rural  practitioner, 
who  may  be  by -passed  liy  his  patients  for  all  but  emergencies  and  the  most 
routine  types  of  care.  Thus,  the  foundation  or  other  HMO  coxdd  provide  the 
regionalized  health  care  "system"  which  health  planners  have  long  promoted. 
Further,  small-scale  HMOs,  which  the  committee  believes  could  prove  viable  in 
some  settings,  might  provide  an  additional  answer  for  dealing  with  rural  popu- 
lations. Finally,  HMOs'  capacity  for  efficiently  employing  paramedical  person- 
nel, including  indigenous  health  workers,  might  go  far  toward  solving  both 
rural  and  ghetto  delivery  problems. 

While  HMOs  also  do  not  solve  the  problems  of  assuring  quality  medical 
care,  they  do  provide  a  needed  locus  of  responsiblity  and  improved  opportuni- 
ties for  consumer  choice  on  the  liasis  of  perceived  quality.  Moreover,  they  pro- 
vide an  institutional  framework  in  which  high-quality  care  can  be  assured  at 
reasonable  cost. 

The  committee  has  attempted  in  this  statement  to  provide  a  blueprint  of  the 
steps  needed  to  facilitate  a  fair  market  test  of  the  HMO  concept.  Not  all  of 
the  recommended  steps  are  essential,  however,  before  a  reasonable  beginning 
can  be  made.  The  provisions  of  the  HMO  Act  of  1973  overriding  restrictive 
state  laws  and  mandating  an  HMO  choice  in  the  health  benefits  provided  l)y 
most  larger  employers  are  major  advances  toward  the  committee's  objective, 
although  restricted  to  those  HMOs  meeting  the  other  requirement.s  of  the  Act. 
Remaining  pi'iorities  for  action  include  (ll  enactment  of  state  enabling  legisla- 
tion permitting  HMOs,  including  for-profit  HMOs,  to  function  and  supporting 
flexibility  and  competitive  equality  ;    (2)   enactment  of  provisions  within  state 
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certificate-of-need  laws  and  federal  la\ys  requiring  approval  of  capital  expan- 
sion that  allow  HMOs  the  necessary  flexibiity  to  construct,  acquire,  or  use  fa- 
cilities to  meet  the  needs  of  their  enrollees ;  (3)  the  provision  in  any  federal 
health  insurance  legislation  for  payment  to  HMOs  on  a  prospective  rate  basis, 
including  factors  reflecting  the  capital  needs  of  HMOs;  and  (4)  adoption  of 
standards  and  mechanisms  for  the  review  and  assurance  of  high  (luality  in  the 
services  provided  by  HMOs  if  equivalent  standards  and  mechanisms  have  been 
adopted  for  the  'fee-for-service  sector.-o  Attention  to  these  matters  would  en- 
able a  market  test  of  the  HMO  concept  to  proceed  in  earnest. 

Perhaps  the  most  urgent  need  in  guaranteeing  a  fair  market  test,  however, 
is  the  development  of  consistent  government  policies  toward  HMOs.  Faced 
with  uncertainty  and  the  possibility  of  sudden  change  and  discriminatory  regu- 
lation, may  would-lte  HMO  developers  hesitate  and  allow  those  in  search  of 
short-run  gain  to  set  the  pace.  Government  has  an  obligation  to  lead  the  way 
in  removing  this  uncertainty  and  creating  the  conditions  under  which  the  mat- 
ter can  be  submitted  directly  to  the  people  in  their  capacity  as  consumers  of 
health  care.  Many  provisions  of  the  federal  HMO  legislation  represent  progress 
in  this  direction.'  The  committee  calls  for  prompt  and  vigorous  action  by  the 
aduiinistrati(m,  the  Congress,  and  the  states  to  undertake  the  further  steps  to 
assure  that  a  fair  market  test  of  the  HMO  model  of  health  care  delivery  can 
proceed  forthwith. 

COMMENTS  AND  DISSENTS 

Page  7 — by  James  Volis 

This  section  is  unnecessarily  apologetic  and  fails  to  make  any  reference  to 
the  availability  of  evidence  concerning  the  past  performance  of  the  non-HMO 
sector  of  the  medical  care  industry.  Although  the  conclusion  of  the  Report  en- 
dorses a  fair  market  test  for  HMOs,  this  endorsement  would  be  more  effective 
if  it  were  not  intertwined  with  unwari-anted  apologies. 

Page  9 — hy  Rohert  PatricelU 

The  language  on  evidence  of  HMO  cost  savings  understates  the  case  and 
misses  the  point  that,  for  equivalent  costs,  HMOs  can  provide  more  service. 
For  example,  an  April  1973  Fortune  article  on  HMOs  cited  insurance  company 
estimates  that — if  normal  indemnity  policies  and  fee-for-service  mechanisms 
were  to  cover  all  services  included  in  a  typical  HMO  contract — it  would  cost 
the  average  family  54  percent  more. 

Page  20 — hy  Phillip  Hampton 

I  object  to  the  recommendation  of  a  federal  law  to  override  state  laws.  The 
end  does  not  justify  the  means. 

Page  23 — hy  Herhert  Klarman 

The  recommendation  on  alternatives  to  reserve  requirements  has  not  re- 
ceived appropriate  consideration.  The  recommended  alternatives  may  prove  to 
be  adequate  to  the  purpose,  but  ttliey  may  not  be.  Reliance  for  remedy  on 
bankruptcy  and  similar  legal  proceedings  strikes  me  as  taking  much  too  long- 
run  a  view  of  the  needs  of  many  patients  for  prompt  medical  care. 

Page  21 — hy  Phillip  Hampton 

I  object  to  exemption  of  HMOs  from  certificate  of  need  legislation  if  such 
legislation  continues,  for  it  would  not  be  in  accord  with  the  principles  of  the 
'■fair  market  test." 

Page  30- — hy  Herhert  Klarman 

Proposals  to  treat  the  HMO  staff  differently  are  divisive.  A  hospital  faces 
many  complexities  in  accommodating  its  operation  to  a  gi'oup  of  physicians 
whose  members  relate  to  one  another  much  more  than  to  other  physicians  on 
the  hospital's  staff.  There  is  no  point  to  adding  to  the  problems  of  an  adminis- 
trator who  may  be  trying  to  cope  with  these  complexities  in  good  faith. 


2'  See  dissents  by  James  Vohs  and  Barry  Dorf  man,  p.  74. 
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Page  31 — hy  Phillip  Hampton 

I  object  to  special  exemption  of  HMOs  from  statutory  PSRO  in  that  it 
would  not  be  in  accord  with  a  "fair  market  test." 

Page  31 — by  Clark  Havighurst 

Congressional  and  HEW  vigilance  notwithstanding,  there  are  only  two  possi- 
ble outcomes  of  giving  PSROs  jurisdiction  over  HMOs,  nerther  of  which  is 
compatible  with  a  fair  market  test.  One  is  that  PSROs  will  regulate  HMOs  in 
the  interest  of  fee-for-service  medicine,  requiring  HMOs  to  adhere  to  quality 
norms  developed  in  the  fee-for-service  sector  and  removing  all  significant  likeli- 
hood of  innovation,  cost  saving,  and  meaningful  competition.  The  alternative 
possibility  is  that,  with  HMOs  represented  in  its  councils,  the  PSRO  would  be 
a  forum  in  which  the  competing  fee-for-service  and  HMO  sectors  would  work 
out  their  differences,  thereby  eliminating  competition  and  the  likelihood  of  sig- 
nificant cost  control  or  other  benefits  which  would  flow  from  competition  be- 
tween the  two  sectors.  Adam  Smith  warned  long  ago  that  when  competitors 
gather  together  for  any  purpose  the  probability  of  a  conspiracy  against  the 
public  interest  is  greatly  enhanced,  and  the  health  sector  will  obey  this  law 
even  if  it  may  not  obey  other  precepts  which  Smith  enunciated.  Agreements 
between  the  dominant  HMOs  and  the  fee-for-service  sector  would  be  effec- 
tuated by  delegating  quality  and  utilization  functions  to  safe  HMOs  while 
harassing  the  newer,  more  competitive  plans.  Surely  the  Committee's  recom- 
mendations on  quality  control  warrant  relieving  HMOs  from  PSRO  oversight, 
since  other  controls  are  substituted.  As  the  Committee  notes  elsewhere,  PSROs 
can  be  valuable  as  part  of  the  fee-for-service  sector's  response  to  HMO  price 
and  quality  competition.  Only  if  HMOs  are  free  to  compete  aggressively,  how- 
ever, can  one  reasonably  expect  PSROs  to  strive  for  real  cost  control  and  qual- 
ity assurance,  balancing  the  two  to  reflect  the  public's  wishes.  Given  power 
over  HMOs,  PSROs  can  only  serve  to  destroy  most  of  the  beneficial  impact 
which  HMOs  can  have  on  the  health  care  system. 

Page  40^'by  Clark  Havighurst,  Joined  iy  Roiert  PatricelU 

Under  the  principle  of  the  fair  market  test,  employees  should  be  given  not 
merely  "dual  choice"  but  "multiple  choice" — that  is,  the  option  of  choosing  any 
available  HMO.  Of  all  the  possible  positions  on  this  issue,  the  committee's  is 
the  only  one  which  is  wholly  untenable,  since  it  is  based  on  an  assumption — 
that  employers  will  act  in  their  employees'  best  interests — which  destroys  the 
argument  for  any  mandatory  provisions.  Aside  from  the  relatively  minor  mat- 
ter of  administrative  costs,  the  only  argument  for  continuing  to  allow  employ- 
ers to  limit  employee  choice  must  be  an  exiiectation  that  employers  will  pro- 
vide a  useful  mechanism  for  screening  HMOs  on  quality  grounds.  Not  only 
does  the  committee's  emphasis  on  this  feature  impugn  its  own  impressive  rec- 
ommendations on  the  quality  issue,  but  it  is  unrealistic  in  the  extreme.  More 
likely,  employers  will  offer  the  single  option  desired  by  a  majority  of  employ- 
ees l)ut  will  ignore  the  preferences  of  many  individuals  for  a  smaller  plan  or 
for  one  more  convenient  to  their  place  of  residence.  The  entry  barrier  thus  cre- 
ated for  all  new  HMOs  can  be  appreciated  by  imagining  the  problems  of,  say, 
a  suburban  HMO,  which  would  have  to  somehow  individually  persuade 
hundreds  of  employers  throughout  the  metropolitan  area  to  make  its  plan 
available  as  an  extra  option  of  commuters  and  their  families.  Such  an  entry 
barrier  would  destroy  most  of  the  HMO's  competitive  impact  and  would  facili- 
tate oligopolistic  behavior  by  the  health  insurers  and  the  dominant  HMO.  Dual 
choice  would  thus  benefit  existing  providers  and,  particularly,  such  well-estab- 
lished HMOs  as  the  two  represented  in  the  committee's  membership. 

Page  JfS — by  Phillip  Hampton 

HMOs  as  providers  of  health  care  should  be  subject  to  the  same  advertising 
ethics  as  other  providers. 

Page  J^l — by  Herbert  Klarman 

For  a  transitional  phase,  yes.  On  a  permanent  basis,  this  may  be  questiona- 
ble doctrine,  as  indicated  by  the  experience  of  HIP  in  New  York. 
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Page  53 — by  James  VoJis 

Door-to-door  enrollment  should  not  be  permitted.  There  is  a  high  probability 
that  door-to-door  enrollment  will  be  associated  with  misinterpretations  of  in- 
formation, misinformation,  grossly  incomplete  information,  and  misleading  in- 
formation. 

Page  53— by  James  Vohs,  Joined  by  Robert  Patricelli  and  Herbert  Klarman 

Enrollees  should  be  afforded  the  opportunity,  at  least  annually,  to  change 
plans  under  dual  or  multiple  choice  arrangements.  However,  the  provision  of 
open-ended  opportunities  to  transfer  from  one  plan  to  another  is  not  only  ad- 
ministratively burdensome,  but,  more  important,  weakens  the  HMO's  ability  to 
plan  effectively  for  the  care  of  enrolled  members  because  it  could  be  associated 
with  significant  and  frequent  membership  fluctuations. 

Page  5^ — by  Phillip  Hampton 

This  is  an  unnecessary  regulation  which  would  hamper  the  possible  use  of 
prepaid  health  care  delivery  and  financing  methods  for  Medicare  and  Medicaid 

recipients. 

Page  54 — by  Robert  Patricelli,  Joined  by  Barry  Dorfman 

This  recommendation  places  a  limitation  on  HMOs  that  does  not  apply  to 
fee-for-service  practitioners,  some  of  whom  have  patient  groups  that  are  ma- 
jority Medicaid  and  Medicare  and  who  would  not  be  subject  to  such  regula- 
tion. While  I  would  agree  that  it  would  be  unwise  for  an  HMO  to  serve  pri- 
marily low^  income  beneficiaries,  I  would  not  foreclose  it  as  a  matter  o/ 
Federal  law.  Moreover,  there  may  be  some  cases  where  it  is  simply  not  practi- 
cal for  an  existing  provider  to  develop  a  balanced  patient  profile,  and  the  bene- 
fits of  HMO  structure  should  not  be  denied  in  such  a  case.  Finally,  it  is  pre- 
mature to  impose  such  a  limitation  given  the  lik:elihood  that  some  form  of 
national  health  insurance  will  be  adopted  within  the  next  few  years,  extending 
the  ranlvs  of  Federal  health  insurance  beneficiaries.  The  way  to  deal  with  this 
problem  is  to  devise  quality  i-eview  procedures  that  assure  that  second  class 
care  does  not  accompany  provision  of  service  to  low  income  people;  limiting 
enrollment  percentages  by  classes  of  people  is  the  wrong  way  to  deal  with  the 
problem. 

Page  54 — by  James  Vohs 

The  Report  recommendations  pei'tainiug  to  the  quality  of  care  do  not  sufii- 
ciently  address  the  issue  of  quality  standard  setting  for  HMOs.  Standards  de- 
veloped by  professional  organizations  and  accepted  as  realistic  by  both  estab- 
lished HMOs  and  public  agencies  interested  in  promoting  the  development  of 
HMOs,  should  be  adopted.  Such  standards,  where  appropriate,  could  be  in- 
cluded in  regulations  established  by  governmental  bodies  involved  in  the  pur- 
chase of  health  care  services  and  by  other  public  agencies  which  are  assigned 
responsibilities  relating  to  HMOs.  Such  standards  should  make  provision  for 
periodic  on-site  review  of  features  of  HMOs  associated  with  the  quality  of 
care.  As  knowledge  and  technology  develop  regarding  effective  measures  of 
health  care  outcomes,  such  measures  could  be  included  in  the  activities  of  re- 
view bodies  and  incorporated  into  quality  standards.  At  the  same  time,  compa- 
rable quality  standards  should  be  applied  by  professional  organizations  to  the 
fee-for-service  prepayment  sectoi's  of  the  health  care  industry. 

Page  58 — by  James  Vohs 

Comparative  data  are  not  available  from  fee-for-service  practitioners  or  hos- 
pitals. Application  of  these  measures  to  HMOs  is,  therefore,  not  consistent 
with  the  recommendation  pertaining  to  equal  regulation  of  the  entire  health 
care  delivery  system.  Moreover,  no  correlation  has  been  established  between 
these  types  of  measurments  and  the  quality  of  care  provided. 

Page  58 — by  James  Vohs 

Tlie  recommendations  concerning  regulatory  oversight  and  sanctions  are  in- 
consistent with  the  recommendation  pertaining  to  equal  regulation  of  the  en- 
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tire  liealth  care  delivery  system.  Moreover,  they  are  inconsistent  witli  tlie  point 
of  view  expressed  on  page  54  of  the  Report  which  states,  "The  committee  also 
believes  that  if  HMOs  are  subjected  to  requirements  and  expectations  concern- 
ing quality  of  care  and  equivalent  requirements  are  not  applied  to  the  fee-for- 
service  sector,  HMOs  will  find  themselves  at  a  disadvantage  in  recruiting  and 
maintaining  staff  and  in  providing  services." 

Page  61 — by  Phillip  Hampton 

Excessively  enthusiastic  endorsement  of  the  HMO  concept  in  the  opening 
statement  of  the  summary  and  conclusions  may  result  in  neglect  of  other  pro- 
posals potentially  more  rewarding  in  improvement  of  the  American  health  care 
delivery  system. 

I  am  of  the  opinion  that  development  of  a  national  network  of  regional  data 
collection  centers  connected  with  electronic  data  processing  facilities  for  com- 
munication of  medical  care  information  would  improve  the  efficiency  of  health 
care  management  and  the  effectiveness  of  peer  review  of  health  care  delivery. 
The  resulting  teleprocessing  system  in  the  private  sector  would  facilitate  the 
evolutionary  development  of  alternative  health  care  delivery  and  financing 
methods  appropriate  to  the  needs  of  the  various  regions. 

Page  63 — 6y  James  Vohs 

The  following  revised  and  expanded  list  of  recommendations  should  be  given 
the  highest  priority:  (1)  enactment  of  federal  legislation  overriding  restrictive 
state  laws;  (2)  enactment  of  state  enabling  legislation  permitting  HMOs,  in- 
cluding for-profit  HMOs,  to  function  and  supporting  fiexibility  to  use  or,  where 
necessary,  to  acquire  or  develop  facilities  essential  for  the  delivery  of  health 
care  services;  (4)  the  provision  in  Federal  reimbursement  formulas  for  pay- 
ments to  HMOs  on  a  prospective  rate  basis;  (5)  the  provision  in  federal  reim- 
bursement formulas  for  factors  reflecting  the  capital  needs  of  HMOs;  (6)  en- 
actment of  federal  legislation  requiring  "dual  choice"  for  employees  in  insured 
employment  groups  above  a  certain  size;  and  (7)  expeditious  adoption  of 
quality  standards  as  developed  by  appropriate  professional  organizations. 

Page  63 — ly  Barry  Dorfman 

The  highest  single  priority  should  be  the  provision  in  federal  reimbursement 
formulas  for  factors  reflecting  the  capital  needs  of  HMOs. 

Kaiser  Foundation, 
Oakland,  Calif.,  October  12,  1973. 
Mr.  Karl  D.  Yordy, 

iScnior  Program  Officer,  Institute  of  Medioine,  National  Academy  of  Sciences, 
2101  Constitution  Avenue,  Washington,  B.C. 

Dear  Mr.  Yordy  :  I  have  been  most  appreciative  of  the  opportunity  to  partic- 
ipate with  the  Committee  on  Health  Maintenance  Organizations,  established 
under  the  sponsorship  of  the  Institute  of  Medicine,  in  the  development  of  a 
background  paper  on  Health  Maintenance  Oi'ganizations.  As  you  are  well 
aware,  much  time  and  effort  have  been  devoted  by  the  Committee  and  your 
staff  to  the  development  of  this  paper,  now  entitled  "Health  Maintenance  Or- 
ganizations :  Toward  a  Fair  Market  Test".  Clearly,  HMOs  have  not  been  given 
a  "fair  market  test".  To  the  extent  that  the  Committee  Report  influences  the 
adoption  of  this  concept,  it  may  markedly  contribute  to  the  development  and 
growth  of  organized  systems  of  health  care  delivery. 

I  especially  appreciate  the  inclusion  in  the  Report  of  a  number  of  sugges- 
tions which  were  adopted  as  a  result  of  the  review  of  previous  drafts  by  sev- 
eral persons  within  the  Kaiser-Permanente  organization.  We  strongly  support 
the  Committee's  recommendations  pertaining  to  internally  generated  capital, 
flexibility  in  benefits,  consumer  involvement,  and  non-discrimination  in  the  reg- 
ulation of  the  entire  medical  care  system. 

Notwithstanding  the  above,  the  Report  contains  a  number  of  conclusions  and 
recommendations  which  are  contrary  to  national  interests  and  the  interests  of 
HMOs,  and  which  will  work  against  the  attainment  of  a  fair  market  test.  I 
have  identified  the  substantive  points  at  issue  in  the  attachment  to  this  letter. 
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In  view  of  the  fundamental  disagreement  wliicli  remains,  I  prefer  to  dissent 
from  tlie  position  expressed  in  tlie  Report  on  these  points  rather  than  devote 
the  time  and  effort  necessary  for  a  protracted  debate. 

As  a  final  point,  I  am  concerned  about  the  general  apologetic  flavor  of  the 
Report.  The  defensive  attitude  tovpard  HMOs  which  is  woven  throughout  the 
Report  is  both  unfortunate  and  unwarranted,  particularly  in  a  document  that 
purports  to  encourage  the  adoption  and  support  of  a  fair  market  test  for 
HlNIOs.  This  attitude  is  especially  apparent  in  the  sections  pertaining  to  the 
evidence  concerning  HilOs'  past  performance  and  the  relevance  of  this  evi- 
dence. From  my  point  of  view,  as  an  active  participant  in  a  viable,  function- 
ing, organized  health  care  delivei-y  system,  the  Report  has  failed  to  take  a 
lirni,  aggressive  stand  with  resi>ect  to  the  accomplishments  and  promising  as- 
l>ects()f  HMOs. 

I,  therefore,  request  tliat  this  letter,  without  the  attachment,  be  published  as 
pari  of  the  Report  and  that,  in  the  relevant  sections  of  the  Report,  my  specific 
dissenting  viewpoints,  contained  in  the  attachment  to  this  letter,  be  published 
in  footnote  or  other  form. 
Very  truly  yours, 

James  A.  Tohs. 
Executive  Vice  President. 

Attachment : 

Statemext  by  Herbert  E.  Klabman 

Certain  aspects  of  the  HMO  are  interrelated.  The  beneficial  effects  attributa- 
ble to  competition  in  the  market  pUice  presuppose  a  knowledgeable  consumer; 
and  once  competition  is  effective,  regulation  is  a  disservice.  However,  if  the  req- 
uisite consumer  knowledge  is  lacking  while  the  other  assumptions  of  competi- 
tion are  fulfilled,  it  is  no  longer  clear  what  to  do.  A  good  deal  depends  on  the 
solidity  of  trust  between  patient  and  doctor  in  the  existing  system,  the  relative 
strengtlis  conjectured  for  professional  vs.  economic  incentives,  the  essential 
thrust  of  available  regulatory  mechanisms,  etc.  Caution  in  the  formulation  and 
execution  of  public  policy  is  then  indicated,  and  the  source  of  HMO  sponsor- 
ship— for  profit  or  nonprofit — assumes  importance.  Indeed,  supervision  of  spon- 
sorshii)  may  become  a  prime  prerequisite  for  developing  beneficial  HMOs. 

The  fact  that  the  economic  incentives  of  the  HMO  are  opposite  to  those  of 
the  solo  practitioner  charging  fee-for-service  suggests  that  public  concern  for 
quality  assurance  need  not  take  the  same  form  under  the  two  types  of  institu- 
tional arrangement.  To  receive  equal  treatment  institutions  operating  under 
different  conditions  may  be  subject  to  different  requirements. 

There  is  no  warrant  in  experience  for  discriminating  against  the  HMO  as 
we  have  come  to  know  it.  Several  million  people  have  received  good  and  ac- 
ceptal»le  medical  care  from  HMOs.  Additional  miilions  are  entitled  to  the  same 
opportunity  to  choose.  To  the  extent  that  the  economic  savings  attributed  to 
the  HMO  can  be  realized,  investment  of  public  funds  in  the  development  of  the 
HMO  may  be  justified. 

The  HMO  is  a  device  to  assure  the  provision  of  an  adequate  range  of  serv- 
ices, not  necessarily  a  device  to  provide  the  services.  Where  the  HMO  acts  as 
a  purchase  of  services  in  behalf  of  its  sub.scribers,  it  will  confront  many  of 
the  reimbursement  problems  that  prevade  the  existing  health  services  system. 

Appendix 

Comparisons  op  Recommendations  of  the  Institute  Committee  on  Health 
Maintenance  Organizations  With  the  Provisions  of  the  Health  Mainte- 
nance Organization  Act  of  1973  (  Public  Law  93-222 ) 

This  appendix  compares  each  of  the  major  recommendations  of  the  commit- 
tee with  the  provisions  of  the  Health  Maintenance  Organization  Act  of  1973. 
While  some  provisions  of  this  Act  move  federal  policy  in  the  directions  recom- 
mended by  the  committee,  this  comparision  makes  clear  that  the  federal  legis- 
lation intended  to  assist  the  establishment  of  HMOs  will  not  be  suiEcient  to 
create  tlie  conditions  for  a  fair  market  test,  and  the  Act  itself,  introduces  new 
barriers  for  those  HMOs  that  wish  to  qualify  for  support  under  the  Act.  Fur- 
ther changes  are  also  needed  in  state  legislation,  programs  providing  payment 
for  medical  services,  and  federal  quality  assurance  programs. 

35-554— 74— pt.  1 7 
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Restrictive  State  Legislation 

Institute  committee  recommendation — Page  20. — The  report  recommends  that 
a  federal  law  be  enacted  to  override  those  state  Blue  Cross  and  Blue  Shield 
statutes  that  restrict  the  development  of  HMOs. 

Public  Law  93-222  states  that  restrictive  state  laws  shall  not  apply  to  those 
HMOs  for  which  aid  was  provided  under  the  new  legislation  or  which  are 
<iualified  for  participation  in  employee  health  benefit  plans  under  its  provisions 
(i.e.,  plans  for  groups  of  at  least  25  employees  covered  by  the  Fair  Labor 
Standards  Act  of  1038).  As  to  HMOs  not  meeting  the  requirements  necessary 
to  obtain  these  benefits,  the  committee's  recommendation  has  not  been  imple- 
mented. 

Profit-oriented  HMOs 

Institute  committee  recommendation — Page  22. — The  committee  recommends 
that,  subject  to  regulatory  oversight  including  quality  and  other  controls  of 
the  kind  specified  in  the  report,  profit-oriented  HMOs  be  permitted  to  enter  the 
marketplace.  This  would  require  overturn  of  many  state  laws  that  prevent  the 
development  of  profit-oriented  HMOs. 

Section  1311  of  Public  Law  93-222  overrides  restrictive  state  laws  for  the 
l)enefit  of  for-profit  HMOs  which  are  eligible  for  its  benefits,  but  this  includes 
only  for-profit  HMOs  "serving  underserved  medical  populations"  who  receive 
loan  guarantees  under  the  legislation  and  for-profit  HMOs  which  qualify  for 
participation  in  employee  health  benefit  plans  under  its  provisions.  As  to  all 
other  for-profit  HMOs,  state-imposed  restrictions  remain  intact. 

Insurance  Regulation 

Institute  committee  recommendation — Page  23. — The  committee  points  out 
that  some  states  have  exposed  HMOs  to  regulation  of  the  kind  applicable  to 
insurance  companies.  In  some  cases  this  has  led  to  the  application  of  reserve 
and  liquidity  recjuirements  which  require  a  new  HMO  to  have  large  amounts 
of  capital  that  are  not  used  in  the  business.  The  committee  believes  that  HMO 
financial  responsibility  should  be  guaranteed  by  means  other  than  large  reserve 
and  liquidity  requirements  typically  applicable  to  insurance  companies. 

Section  1311(a)(1)(D)  of  Public  Law  93-222  would  override  state  laws 
which  require  HMO  compliance  with  financial  reserve  requirements  applicable 
to  insurers.  Section  1301(c)(1)  of  the  legislation  simply  provides  that  each 
HMO  shall  have  "a  fiscally  sound  operation  and  adequate  provision  against  the 
risk  of  insolvency  which  is  satisfactory  to  the  Secretary."  The  class  of  HMOs 
benefiting  from  this  dispensation  is  limited  to  those  meeting  the  other  require- 
ments of  the  HMO  Act. 

Cert ificatc-of -Need  Latvs 

Institute  committee  recommendation — Page  27. — The  committee  recommends 
amendments  exempting  HMO  outpatient  facility  construction  from  state  certif- 
icate-of-need  requirements  and  Federal  law  requiring  approval  of  construction 
as  a  condition  of  reimbursement.  The  committee  also  recommends  either  that 
HMO  hospital  construction  be  exempted  from  such  state  and  Federal  laws  or 
that,  by  legislative  amendment  or  regulation,  HMOs  be  allowed  to  provide 
their  own  facilities  unless  satisfactory  local  arrangements,  suitable  to  the 
HMO's  legitimate  special  requirements,  are  made  available. 

IIMO  Act  of  i973.— Public  Law  93-222  does  not  address  this  subject. 

Man  1)0 wer  Licensure 

Institute  committee  recommendation — Page  28. — The  committee  recommends; 
that  careful  consideration  be  given  to  the  relaxation  of  manpower  restrictions 
in  order  to  promote  greater  efficiency  or  responsiveness  to  consumer  needs 
through  innovations  in  manpower  use.  Measures  that  should  be  examined  in- 
clude broadening  physicians'  powers  to  delegate  responsibility  and  providing 
for  "institutional  licensure"  whereby  each  institutional  provider,  including 
HMOs,  would  be  held  responsible  and  accountable  for  the  proper  assignments 
of  duties  among  its  individual  employees. 

Public  Law  93-222  does  not  disturb  state  licensure  requirements.  Section 
1302(4)  (C)  would,  however,  encourage  the  development  by  HMOs  of  better 
manpower  utilization  patterns  by  requiring  a  medical  group  (or  an  individual 
practice  association — i.e.,  a  foundation  for  medical  care — to  the  maximum  ex- 
tent feasible)   to  "utilize  such  additional  professional  personnel,  allied  health 
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professions  personnel,  and  other  health  personnel  (as  specified  in  re,srnlations 
of  the  Secretary)  as  are  availaSde  and  appropriate  for  the  effective  and 
efficient  delivery  of  the  services  t«  the  members  of  tlie  group." 

Professional  ^Standards  Review  Organizations 

Insfiiute  committee  recommendation — Page  31. — The  committee  recommends 
that,  m  accordance  with  the  FSRO  law,  HMOs  be  permitted  to  perform  their 
own  utilization  and  quality  review  within  reasonable  limits  established  by 
HEW..  It  further  reeonimends  that  HEW  and  Congress  be  vigilant  to  identify 
and  prevent  efforts  by  PSBOs  to  stitle  competition  by  creating  barriers  to  al- 
ternative forms  of  health  care  delivery  systems. 

Section  1301(c)(8)  of  Public  Law  93-222  requires  that  HMOs  benefitted  by 
the  law  must  "liave  organizational  arrangements,  established  in  accordance- 
with  regidations  of  the  Secretary,  for  an  ongoing  quality  assurance  program, 
for  its  health  services  which  <A)  stresses  health  oul comes,  and  (B)  provides- 
review  bj  physif-'ians  and  other  health  professionals  of  tlie  process  followed,  in 
the  provision  of  services," 

Initial  Capiial  Needs 

Institute  commiitee  recommendation — Page  -i-'f. — The  committee  recommends 
that  federal  assistance  be  made  availal)le  to  meet  planning  and  organizational' 
costs  incurred  by  nonprofit  concerns  interested  in  HMO  development.  It  states; 
this  assistance  should  be  in  the  form  of  both  grants  and  guaranteed  loans,. 
with  preference  given  to  the  latter  when  private  capital  is  available.  However,, 
it  stresses  the  need  for  grants  for  staff  support  and  for  meeting  other  expenses- 
in  the  planning?  phase — i.e.,  Itefore  a  detailed  organization  proposal  for  ans 
HMO  would  justify  a  guaranteed  loan  or  other  access  to  private  capital. 

HMO  Act  of  197.3.— Sections  1303.  1304,  and  1305  authorize  the  provision  al 
grants  and  contracts  to  piihlic  and  nonprofit  entities  for  feasibility  studies  and 
for  planning  and  development  and  direct  loans  to  such  entities  for  initial  oper- 
ating costs.  It  would  provide  loan  guarantees  only  to  for-profit  entities  "serv- 
ing a  medically  underserved  population"  for  planning  and  development  and  for 
initial  operating  costs. 

Infernally  Generated  Capital 

Institute  committee  ?-ccommendations — Page  37. — The  committee  recommends 
that : 

(1)  Federal  payments  to  HMOs  on  behalf  of  federal  health  programs  be 
made  on  a  prospective  rate  basis  including  factors  for  capital  needs  propor- 
tionate to  those  included  in  charges  to  their  other  enrollees ;  but,  if  instead 
elements  of  cost  reimbursement  are  retained,  an  add-on  should  be  permitted  to 
enable  the  HMO  to  maintain  the  integrity  of  its  physical  plant  and  to  provide 
for  reasonable  growth ; 

(2)  Reconsideration  be  given  to  those  pi'ovisions  of  the  Social  Security 
Amendments  of  1972  which  limit  the  incentives  of  the  HMO  to  reduce  costs 
by  requiring  it  to  pass  certain  cost  savings  on  to  the  Federal  government;  and 

(3)  Loan  guarantees  be  available  for  HMO  investment  in  capital  assets  and 
grant  funds  be  available  to  cover  situations  in  which  an  HMO  has  been  ex- 
cluded from  the  private  sources  of  capital  funds,  particularly  HMOs  proposing 
to  offer  services  in  an  underserved  area. 

HMO  Act  of  i97J.— Section  1307(d)  of  the  HMO  Act  exempts  HMO  services 
to  Medicare  and  Medicaid  lieneficiaries  from  the  requirement  of  Section 
1301(b)  of  the  Act  for  fixed  payment  based  on  a  community  rating  system 
and,  for  such  beneficiaries,  exempts  HMOs  from  the  requirement  of  Section 
130]  (e)  for  assuming  full  financial  risk  on  a  prospective  basis.  The  effect  is  to 
continue  the  current  reimbursement  method  for  these  beneficiaries — either 
through  incentive  reimlnirsement  or  cost  reimbursement,  as  provided  in  the  So- 
cial Security  Admendments  of  1972.  It  makes  no  provision  for  an  add-on  to 
maintain  the  physical  plant. 

Marlcrting  to  Employment  Groups 

Institute  committee  recommendation — Page  39. — The  committee  endoi-ses  the 
law  requiring  that  all  employers  in  interstate  commerce  above  a  certain  size 
offer  their  employees  the  option  of  having  the  premium  cost  of  coverage  under 
any  health  insurance  plan  that  they  oft'er  applied  to  tlie  purchase  of  enroll- 
ment in  one  or  more  availal)le  HMOs.  In  the  committee's  view,  the  decision  as 
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to  how  many  HMOs  are  included  in  the  choice  should  rest  with  the  organized 
purchasers  of  care.  The  committee  urges  that  the  implementation  of  this  rec- 
ommendation follow  the  lines  of  the  Federal  Employees  Health  Benefits  Pro- 
gram, which  periodically  provides  employees  with  information  presented  in  a 
format  that  facilitates  informed  choice. 

HMO  Act  of  i.97.3.— Section  1310  of  Puhlic  Law  03-222  requires  that  each 
employer  covered  hy  the  Fair  Standards  Act  of  1938  and  having  25  or  more 
employees  include  in  any  health  benefits  plan  offered  to  its  employees  the  op- 
tion of  membership  in  qualified  health  maintenance  organizations  which  pro- 
vide services  in  the  areas  in  which  the  employees  reside.  If  there  is  more  than 
one  qualified  HMO  in  the  area  and  they  include  (a)  one  or  more  providing 
basic  health  services  through  professionals  who  are  members  of  the  staff  of 
the  organization  or  a  medical  group  and  (b)  one  or  more  of  such  organizations 
providing  such  services  through  an  individual  practice  association,  the  em- 
ployer must  offer  options  for  "'at  least  one"  of  each  of  the  (a)  and  (b)  types 
of  organizations. 

Advertising  of  HMO  Plans 

Institute  committee  recommendation — Page  -f'?. — The  committee  recommends 
that  no  restrictions,  legal  or  ethical,  be  applied  to  the  advertising  of  HMO 
plans,  except  for  the  prefixing  of  public  information  materials  with  a  state 
agency  to  provide  the  agency  an  opportunity  for  reviewing  the  accuracy  and 
appropriateness  of  the  material.  This  is  designed  to  allow  HMOs  to  inform 
consumers  fully  of  the  nature,  availability,  and  characteristics  of  their  plans, 
including  their  quality  and  costs. 

HMO  Act  of  i975.— Section  1311(b)  of  Public  Law  93-222  provides  that  no 
state  may  establish  or  enforce  any  law  Avhich  prevents  a  health  maintenance 
organization  (]ualified  under  the  new  law  from  "soliciting  members  through  ad- 
vertising its  services,  charges,  or  other  nonprofessional  aspects  of  its  opera- 
tion." However,  it  does  not  authorize  any  advertising  which  "identifies,  refers 
to,  or  makes  any  qualitative  judgment  concerning  any  health  professional  who 
provides  services  for  a  health  maintenance  organization." 

Comprehensiveness  of  Service 

Institute  committee  recommendation — Page  Jf'f. — The  committee  recommends 
that  rigid  requirements  for  comprehensiveness  of  benefits  and  services  beyond 
basic  outpatient  and  inpatient  services  not  be  imposed  on  HMOs  in  order  that 
they  can  have  the  maximum  flexibility  in  adapting  themselves  to  the  available 
resources  and  the  needs  of  their  communities.  The  committee  points  out  that, 
in  the  beginning  stages  of  development,  an  HMO  could  find  it  difficult  to  pro- 
vide all  the  services  that  it  may  ultimately  wish  to  offer  and  that  small  HMOs 
will  find  it  difficult  to  offer  certain  kinds  of  benefits. 

HMO  Act  of^  1973.— On  this  point.  Public  Law  93-222  is  in  direct  conflict 
with  the  committee's  recommendation.  Sections  1302(1)  and  (2)  specify  a  com- 
prehensive array  of  services  which  an  HMO  must  provide  to  be  eligible  for  the 
benefits  of  the  Act.  Its  basic  package  must  cover  such  services  as  preventive 
dental  services  for  children,  short-term  outpatient  evaluative  and  crisis  inter- 
vention mental  health  services,  home  health  services,  and  medical  treatment 
and  referral  services  for  the  abuse  or  addiction  to  alcohol  and  drugs.  In  addi- 
tion, if  the  necessary  health  manpower  is  available  and  if  the  member  has  con- 
tracted for  such  services,  the  HMO  must  provide  such  supplemental  services 
as :  those  available  in  intermetliate  and  long-term  care  facilities ;  vision  care, 
dental  services,  and  mental  health  services  not  included  in  the  "basic"  pack- 
age ;  and  long-term  physical  medicine  and  rehabilitative  services. 

Exposure  to  Actuarial  Risk 

Institute  committee  recommendation — Page  J/6. — The  committee's  paper 
points  to  the  need  for  reinsurance  or  stop-loss  insurance  for  small  or  new 
HMOs  to  enable  such  HMOs  to  bear  only  those  risks  over  which  they  have  a 
reasonable  amount  of  control  or  which  they  can  predict  with  reasonable  accu- 
racy. 

Public  Law  93-222  requires  that  the  HMO  assume  full  financial  risk  on  a 
prospective  basis  for  the  provision  of  basic  health  services,  except  that  an 
HMO  may  obtain  insurance  or  make  other  arrangements  for  (a)  the  cost  of 
providing  basic  health  services  which  exceeds  in  the  aggregate  $5,000  for  any 
member  in  a  year;   (b)  the  cost  of  providing  basic  health  services  outside  the 
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plan  where  medical  necessity  so  requires;  and  (c)  not  more  than  90  percent  of 
the  amount  by  which  its  costs  for  any  of  its  fiscal  years  exceeds  115  percent 
f  its  income  for  such  a  yeai'. 
The  limitation  or  inensurance  is  inconsistent  with   the  committee's   recom- 
mendation. 

Staff  Recruitment 

Institute  committee  recommendation— Page  //7.— To  meet  transitional  prob- 
lems in  recruiting  physicians,  the  committee  believes  that  an  HMO  should  be 
free  to  provide  some  services  by  means  of  purchase  from  fee-for-service  provi- 
ders, or  to  operate  the  HMO  in  combination  with  participating  doctors'  fee- 
for-service  practices. 

Section  1301(b)  (3)  of  Public  Law  93-222  allows  HMOs  eligible  for  its  bene- 
fits to  use  professional  staff  other  than  its  own  staff  only  in  the  case  of 
medical  necessity  or  of  health  services  which  are  '"unusual  or  infrequently 
used."  This  limitation  is  inconsistent  with  the  committee's  recommendation. 

Training  for  HMO  Management 

Institute  committee  recommendation — Page  Jf8. — The  committee  recommends 
that  federal  training  support  be  offered  for  the  education  of  HMO  managers  in 
programs  oriented  toward  the  particular  practical  needs  of  HMO  management. 

HMO  Act  of  1913. — The  Act  is  silent  on  this  subject. 

Consumer  Participation 

Institute  committee  recommendation — Page  49. — Although  the  committee  rec- 
ognizes that  consumer  partici[)ation  has  great  merit,  it  does  not  consider  it  an 
essential  characteristic  of  a  good  HMO.  It,  therefore,  does  not  think  that  con- 
sumer participation  in  HMO  management  should  be  made  mandatory. 

HMO  Act  of  1913. — Consumer  participation  in  HMO  management  is  made 
mandatory  by  Public  Law  93-222.  Section  1301  (c)  (6)  re(iuires  that  HMOs, 
to  be  eligible  for  the  benefits  of  the  Act,  be  "organized  in  such  a  manner  that 
assures  that  (a)  at  least  one-third  of  the  membership  of  tlie  policymaking 
body  of  the  health  maintenance  organization  will  be  members  of  the  organiza- 
tion and  (b)  there  will  be  equitable  representation  on  such  body  of  memb.ers 
from  medically  underserved  populations  services  by  that  organization." 

Enrollment 

Institute  committee  rccomtnendation — Page  53. — The  committee  recommends 
that  enrollments  which  occur  off  the  premises  of  the  HMO  be  subject  to  can- 
cellation within  a  ten-day  "cooling-off"'  period  similar  to  that  legally  mandated 
in  certain  consumer  credit  transactions.  Further,  the  committee  recommends 
that  dissatisfied  enroUees  be  allowed  to  withdraw  from  one  plan  and  enroll  in 
another  on  short  notice  and  not  merely  during  annual  enrollment  periods — 
subject  perhaps  to  a  limit  of  one  such  shift  per  year. 

HMO  Act  of  1913. — LTublic  Law  93-222  contains  no  similar  provision.  It  re- 
quires an  open  enrollment  period  of  not  less  than  thirty  days  "at  least  once 
during  each  consecutive  twelve-month  period"  but  permits  the  Secretary  to 
waive  this  requirement  under  certain  circumstances  specified  in  the  Act. 

Limitation  on  Federal  Beneficiaries 

Institute  committee  recommendatiX>n — Page  53. — The  committee  recommends 
that  a  federal  limitation  be  imposed  on  payments  of  funds  to  HMOs  which 
draw  more  than  a  fixed  percentage  (e.g.,  50  percent)  of  their  enrollees  from 
Medicaid  and  Medicare  beneficiaries.  This  is  designed  to  minimize  exploitation 
possibilities  and  the  danger  of  second-class  medical  care  which  are  presented 
by  HilOs  catering  exclusively  or  predominantly  to  Medicaid  or  Medicare  bene- 
ficiaries. 

Although  Public  Law  93-222  does  not  specifically  address  this  matter.  Sec- 
tion 1301(c)  (3)  specifies  that  HMOs,  to  be  eligible  for  the  Act's  benefits,  must 
enroll  persons  who  are  "broadly  representative  of  the  various  age,  social,  and 
income  groups  within  the  area  it  serves,"  except  that,  in  the  case  of  an  HMO 
which  has  a  medically  underserved  population  located  (in  whole  or  in  part)  in 
the  area  it  serves,  not  more  than  75  percent  of  the  members  may  be  enrolled 
from  the  medically  underserved  population  unless  the  area  is  a  rural  area  (as 
designated  by  the  Secretary). 
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Regulations  Affecting  the  Quality  of  Care  in  HMOs 

Institute  committee  recommendations — Pages  5//-59. — The  committee  recom- 
mends that — • 

(1)  each  HMO  be  required  to  obtain  a  state  license  to  marlcet  its  plan,  the 
license  to  be  based  on  a  review  by  a  regulatory  agency  of  the  character  and 
competence  of  the  HMO's  sponsorship  and  of  its  arrangements  for  providing 
services ; 

(2)  each  HMO  be  required  to  submit  statistical  data  on  hospitalized  patients 
at  regular  intervals  to  a  regulatory  body  for  review  of  comparative  perform- 
ance ; 

(3)  the  states  adopt  disclosure  requirements  covering  such  quality-related 
items  as  the  location  and  time  of  operation  of  facilities,  a  profile  of  the  cre- 
dentials of  the  physicians  associated  with  the  plan,  the  nature  of  such  facili- 
ties as  emegency  care  equipment,  and  various  ratios  of  staff  and  equipment  to 
the  patient  population ; 

(4)  regulators  be  armed  with  a  variety  of  sanctions  of  graduated  severity 
for  dealing  with  the  overeconomizing  HMO  ; 

(5)  a  requirement  for  a  regular  grievance  procedure,  monitored  by  regula- 
tory authorities,  be  established  to  permit  enrollees  to  register  their  complaints 
about  the  failure  of  the  plan  to  provide  care  on  request  as  well  as  about  other 
matters  of  concern  ;  and 

(6)  the  entire  health  care  system  be  subject  to  equivalent  review  of  the 
quality  of  care  and  required  disclosure  of  information  so  that  HMOs  will  not 
be  subject  to  a  special  degree  of  regulation  that  might  discourage  recruitment 
of  professional  staff. 

H2I0  Act  of  1973. — Public  Law  93-222  contains  a  number  of  important  pro- 
visions bearing  on  the  regulation  of  HMOs,  many  of  which  extend  beyond  pro- 
posed requirements  for  the  rest  of  the  health  care  system.  Requests  for  finan- 
cial aid  under  the  legislation  must  meet  a  great  variety  of  requirements 
enumerated  in  Section  1301,  including  the  range  of  services  to  be  provided, 
methods  of  payment  for  services,  organization,  composition  of  membership, 
grievance  procedures,  and  reporting.  To  be  eligible  for  inclusion  in  health  bene- 
fit plans  offered  employees  under  Section  1310  of  the  legislation,  HMOs  must 
meet  these  same  requirements.  In  addition,  Section  1312  specifies  that,  if  the 
Secretary  determines  that  any  entity  which  received  aid  under  the  legislation 
or  which  was  inclused  in  a  health  benefits  plan  offered  to  employees  pursuant 
to  Section  1310  of  the  legislation,  fails  to  comply  with  its  provisions,  the  Sec- 
retary may,  in  addition  to  any  other  remedies  available  to  him,  bring  civil  ac- 
tion in  the  appropriate  U.S.  district  court  to  enforce  compliance. 

In  comparison  with  the  committee's  recommendations  on  data  requirements, 
disclosures,  and  grievance  procedures.  Section  1301(c)  (11)  requires  that 
HMOs,  to  be  eligible  for  the  benefits  of  the  legislation,  must  "provide,  in  ac- 
cordance with  the  regulations  of  the  Secretary  (including  safeguards  concern- 
ing the  confidentiality  of  the  doctor-patient  relationship),  an  effective  proce- 
dure for  developing,  compiling,  evaluating  and  reporting  to  the  Secretary, 
statistics  and  other  information  (which  the  Secretary  shall  publish  and  dis- 
seminate on  an  annual  basis  and  wliich  the  health  maintenance  organization 
shall  disclose,  in  a  manner  acceptable  to  the  Secretary,  its  members  and  the 
general  public)  relating  to  (A)  the  cost  of  its  operation,  (B)  the  patterns  of 
utilization  of  its  services,  (C)  the  availability,  accessibility,  and  acceptability 
of  its  services,  (D)  to  the  extent  practical,  developments  in  the  health  status 
of  its  members,  and  (E)  such  other  matters  as  the  Secretary  may  require." 
Section  1301(c)(7)  requires  that  such  HMOs  be  "organized  in  such  a  manner 
that  provide  meaningful  procedures  for  hearing  and  resolving  grievances  be- 
tween the  health  maintenance  organization  .  .  .  and  the  members  of  the  organi- 
zation." 
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WEDNESDAY,   MAY   15,    1974 

U.S.  Sexate, 
Subcommittee  ox  Antitrust  and  jNIonopoly 

OF  the  Committee  on  the  Judiciary, 

Washhigton^  D.C. 

The  subcommittee  met  at  8 :30  a.m.,  in  room  1224,  Dirksen  Senate 
Office  Biiildino:.  Senator  Philip  A.  Hart  (chairman  of  the  subcom- 
mittee) presiding. 

Present:  Senator  Philip  A.  Hart  and  Senator  Roman  L.  PIruska. 

Also  present :  Representative  Bob  Eckhardt  of  Texas. 

Staff  present :  Howard  E.  O'Leary,  Jr.,  chief  counsel ;  Dean  E. 
Sharp,  assistant  counsel;  Patricia  Y.  Bario,  editorial  director;  Jan- 
ice Williams,  chief  clerk;  Peter  N.  Chumbris,  minority  chief  coun- 
sel ;  and  Michael  Granfield,  minority  economist. 

Also  present:  Philip  Caper,  staff'  member.  Subcommittee  on 
Health,  Senate  Committee  on  Labor  and  Public  Welfare. 

Senator  Hart.  The  committee  will  be  in  order.  The  task  of  wel- 
coming the  first  witness — or  the  first  group  of  witnesses — is  made 
easier  and  more  pleasant  by  the  presence  of  Congressman  Bob  Eck- 
hardt, whom  we  certainly  welcome  and  hope  his  own  schedule  per- 
mits him  to  stay  at  least  for  a  while.  He  is  more  than  welcome  to 
join  us. 

If  you  would.  Bob,  introduce  those  who  are  with  you. 

Representative  Eckhardt.  Thank  you,  Mr.  Chairman. 

It  gives  me  great  pleasure  to  introduce  an  old  friend  of  mine  who 
came  to  the  Texas  Legislature  just  as  I  left  it.  He  was  a  friend  of 
mine  long  before  that,  and  devoted  his  time  to  active  service  in  poli- 
tics and  in  the  aft'airs  of  the  people  of  Houston. 

He  is  both  a  man  of  action  as  well  as  a  highly  philosophic  and 
senstive  man.  I  don't  know  whether  he  would  want  me  to  say  it,  but 
he  was  a  poet  and,  I  suppose,  still  is. 

He  later  graduated  from  the  School  of  Pharmacy  at  Texas  South- 
ern Uni\'ersity,  and  now  is  one  of  the  most  distinguished  members 
of  the  Texas  House  of  Representatives. 

He  sits  in  representing  the  area  that  I  represented,  or  part  of  it, 
since  they  have  split  up  the  county  since  then. 

It  gives  me  great  pleasure  to  introduce  him.  Also.  I  have  a  col- 
league with  whom  I  worked  for  a  long  period  of  time  in  the  Texas 
Legislature. 

I  would  say  he  was  the  conscience  of  the  senate,  and  Lord  knows, 
the  senate  needs  a  conscience.  Of  course,  I  am  referring  to  the  Texas 
Senate,  Mr.  Chairman. 

Senator  Hart.  I  think  you  could  do  it  generically. 

(93) 
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Representative  Eckhardt.  Joe  Bernal  of  San  Antonio,  a  leader 
amono-st  those  in  both  houses  who  represented  people  against  the  in- 
terests. So,  it  is  a  great  honor  for  me  to  represent  these  two  gentle- 
men at  this  time. 

Senator  Hart.  Congressman,  thank  you  very  much. 

Gentlemen,  we  do  welcome  you,  and  we  suggest  you  come  forward 
and  proceed  as  you  like. 

Before  the  Congressman  lets  go.  I  should  say  that  that  identifica- 
tion representing  the  people  against  the  interests  is  loosely  used 
around  here,  but  never  by  Congressman  Eckhardt. 

It  can  truthfully  be  said  that  he  represents  the  people,  as  you  well 
know,  in  Houston. 

Before  you  leave,  can  I  ask  whether  there  is  going  to  be  any  ac- 
tion on  the  no-fault  bill  in  your  committee  ? 

Representative  Eckhardt.  Well,  Mr.  Chairman,  you  know  I  have 
a  no-fault  bill  and  I  don't  believe  all  together  with  the  one  from  the 
Senate. 

I  suspect  there  will  be,  though.  We  presently  are  working  on  that 
H.R.  .5050.  I  don't  mean  to  disparage  it.  I  am  talking  about  its 
length — the  bill  on  the  securities  industry — and  I  would  assume  that 
when  we  complete  that  we  will  start  a  mockup  on  no  fault. 

Senator  Hart.  Ladies  and  gentlemen,  welcome. 

You  proceed  just  as  you  think  would  be  most  helpful  for  all  of  us. 
We  have  some  prepared  statements,  which  I  will  ask  be  printed  in 
the  record. 

I  am  told  that  some  of  witnesses  may  be  late,  and  as  they  come  in, 
just  urge  them  to  come  forward  to  the  table. 

Representative  Leland. 

STATEMENTS  OF  STATE  REPRESENTATIVE  MICKEY  LELAND, 
HOUSTON,  TEX.;  AND  FORMER  STATE  SENATOR  JOE  BERNAL, 
EXECUTIVE  DIRECTOR  OF  COMMISSION  FOR  MEXICAN-AMERI- 
CAN AFFAIRS,  SAN  ANTONIO,  TEX.:  MICHAEL  MENDELSON, 
ATTORNEY,  MEXICAN-AMERICAN  LEGAL  DEFENSE  AND  EDU- 
CATIONAL FUND;  F.  CARTER  PANNILL.  M.D.,  VICE  PRESIDENT 
FOR  HEALTH  SCIENCES,  STATE  UNIVERSITY  OF  NEV/  YORK, 
BUFFALO,  N.Y.,  AND  FORMER  DEAN,  UNIVERSITY  OF  TEXAS 
MEDICAL  SCHOOL  AT  SAN  ANTONIO,  TEX.:  JACKEE  COX,  CON- 
SUMER ADVOCATE  AND  WRITER  ON  HEALTH  CARE  MATTERS, 
AUSTIN,  TEX.;  AND  WALTER  FAGGETT,  M.D.,  CHAIRMAN  OF  THE 
BOARD,  BEXAR  COUNTY  ANEMIA  ASSOCIATION,  INC.,  SAN 
ANTONIO,  TEX. 

Mr.  Lelaxd.  Senator  Hart,  thank  you,  and  I  want  to  thank  Con- 
gressman Eckhardt  for  taking  time  out  of  his  busy  schedule  to  come 
over  and  introduce  myself  and  Senator  Bernal.  I  sincerely  appre- 
ciate his  remarks  and  hope  that  I  am  truly  worthy  of  the  kinds  of 
things  that  he  said  about  me. 

I  do  have  a  prepared  statement  that  I  would  like  to  share  with 
you. 

Senator  Hart  and  other  honorable  members  of  this  committee,  I 
am  truly  grateful  for  the  interest  which  you  have  taken  in  the  prob- 
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lems  concernino;  health  care,  for  this  has  been  my  area  of  particular 
interest  for  the  past  several  years. 

My  personal  experience  in  the  health  care  arena  in  Texas  has  con- 
vinced me  that  a  small  group  of  very  powerful  men  do  in  fact  con- 
trol both  the  cost  and  the  availability  of  medical  services  in  Texas, 
and  tliat  they  manipulate  those  costs  unfairly. 

It  is  also  my  belief  that  without  the  aid  and  assistance  of  power- 
full  Federal  groups  such  as  yours,  our  efforts  at  the  State  level  to 
break  the  stranglehold  of  Texas  organized  political  medicine  may 
not  prevail. 

For  that  reason  I  ask  that  3'ou  give  careful  consideration  to  our 
pleas  for  assistance. 

In  entering  this  plea.  I  believe  that  I  represent  not  only  my  own 
constituency,  of  which  are  majority  blacks  in  Houston,  but  also  a 
Avide  coalition  of  the  middle  and  working  classes  who  in  a  period  of 
expanding  inflation  are  ever  more  subject  to  being  wiped  out  finan- 
cially by  tlie  rising  costs  of  medical  care. 

During  the  last  legislative  session,  I  and  colleagues  who  share  a 
belief  that  consumers  and  health  care  providers  other  than  physi- 
cians must  have  a  voice  in  deciding  how  medical  costs  shall  be  allo- 
cated, sponsored  several  bills  in  the  Texas  Legislature  to  achieve 
those  ends. 

Everv  one  of  those  bills  was  killed  through  the  organized  efforts 
of  the  Texas  ^Medical  Association  lobby.  Because  I  believe  that  the 
activities  of  that  lobby  are  the  key  to  understanding  the  manipula- 
tion of  health  care  costs  in  Texas.  I  bring  their  names  before  you 
now. 

They  are  Phil  Overton,  Ace  Pickens,  and  Sam  Stone. 
In  i^articular.  the  role  of  Mr.  Overton  extends  well  beyond  his  in- 
fluence over  the  legislative  process. 

In  addition  to  his  duties  as  lobbyist  and  legal  counselor  for  the 
Texas  Medical  Association,  Mr.  Overton  is  also  vice  president  and 
legal  counsel  for  Blue  Cross-Blue  Shield. 

Unfortunately,  Avithout  subpena  power  to  procure  the  records  of 
Mr.  Overton.  I  cannot  prove  the  extent  of  his  influence  in  develop- 
ing contracts  which  have  resulted  in  the  mishandling  of  medicare- 
medicaid  and  State  welfare  funds. 

Xevertheless.  the  main  substance  of  my  charge  of  Blue  Cross  ma- 
nipulation of  medical  care  costs  is  a  matter  of  public  record. 

The  distribution  of  medicaid  funds  in  Texas  has  been  handled 
under  a  contract  relationship  between  DHEW,  the  State  department 

of  public  welfare 

:\Ir.  C^iiuMBRis.  Would  you  define  the  DHFAV  ? 

Mr.  Lelaxd.  I  am  sorry;  the  Department  of  Health,  Education, 
and  Welfare. 

Continuing,  the  State  department  of  public  welfare,  and  Group 
Health  Services.  Inc.,  the  corporate  parent  of  Blue  Cross-Blue  Shield. 
In  1970,  the  Texas  Senate  Interim  Committee  on  Welfare  Reform 
contracted  with  two  reputable  consulting  firms  in  an  effort  to  estab- 
lish managerial  control  over  the  medicaid  program. 

The  study  on  the  financial  aspects  of  the  program  Avas  contracted 
with  the  Philadelphia  firm  of  Towers,  Perrin,  Forster  &  Crosby. 
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The  analysis  of  that  consulting  group  indicates  that  over  the  pe- 
riod 1967-70,  Blue  Cross  retained  8.5  percent  of  medical  premiums. 

In  the  contract  year  1970-71,  the  retention  rate  was  6.9  percent. 
Towers,  Perrin,  Forster  &  Crosby  concluded : 

The  Blue  Cross  premium  retention  has  been  and  still  is  excessive  in  our 
judgment.  We  would  have  expected  to  see  a  retention,  including  risk  charge,  of 
about  5  percent  of  premium  for  the  period  September  1,  1970,  to  September  1, 
1971,  in  place  of  6.9  percent  for  this  year. 

Besides  objecting  to  premium  rates,  Towers,  Perrin,  Forster  & 
Crosby  further  objected  to  Blue  Cross's  handling  of  interest  earned 
on  cash  balances. 

They  concluded  that,  "The  interest  earned  on  cash  balances  from 
September  1,  1967,  to  September  1,  1970,  is  in  the  area  of  $1.2  mil- 
lion. We  believe  the  interest  involved  should  be  returned  by  the  Blue 
Cross  and  credited  to  cash  balance." 

Although  the  contract  subsequently  developed  returned  ownership 
of  interest  earned  to  the  State,  that  interest  income  was  simply 
added  to  Blue  Cross  reserves. 

Two  years  later,  in  1973,  a  Texas  House  Interim  Committee  on 
jNIedical  Welfare  made  a  second  investigation  into  the  operation  of 
the  contract  relationship  between  the  department  of  public  welfare 
and  Blue  Cross-Blue  Shield. 

That  committee  scrutinized  the  reserves  retained  by  Blue  Cross 
for  administration  allowance,  risk,  and  payment  of  future  benefits. 

As  of  August  1972,  those  reserves  totaled  over  $21.7  million. 

The  committee  noted  that  through  the  1971-72  operational  con- 
tract year.  Blue  Cross-Blue  Shield  added  over  $1.6  million  to  the 
medicaid  reserves. 

Benefits  paid  for  that  year  came  to  only  21.6  percent  of  the  total 
reserves.  The  committee  concluded  that  the  medicaid  reserve  ex- 
ceeded necessary  requirements  by  at  least  $10  million  and  that  those 
excess  funds  should  be  immediately  returned  to  the  State  for  the 
purpose  of  relieving  fiscal  burdens  on  other  State  programs. 

Nevertheless,  Blue  Cross  prevailed  and  retained  control  over  those 
reserves  in  subsequent  contract  negotiations. 

Although  supposedly  a  nonprofit  corporation,  Blue  Cross-Blue 
Shield  continues  to  control  the  capital  and  the  interest  on  that  $10 
million. 

At  present  the  Blue  Cross  is  negotiating  a  utilization  review  con- 
tract with  the  Texas  JNIedical  Foundation  which  will  require  welfare 
department  approval. 

Although  I  and  my  staff  have  made  se\'eral  efforts  to  obtain  draft 
copies  of  that  contract,  the  staff  at  the  welfare  department  have 
refused  to  allow  us  to  review  it. 

I  believe  that  you  and  your  committee  should  be  made  aware  of 
the  maneuverings  which  surround  that  contract,  because  it  sets  iip  a 
mechanism  for  tunneling  large  amounts  of  public  funds  directly  into 
the  coffers  of  a  group  known  as  the  Texas  IMedical  Foundation. 

The  articles  of  incorporation  for  that  foundation  were  probably 
drawn  up  by  Mr.  Overton.  They  were  submitted  with  a  check  from 
the  Texas  Medical  Association. 

Dr.  Joseph  Painter,  a  member  of  the  Blue  Cross  Board  of  Direc- 
tors, is  handling  the  contract  negotiations  for  the  foundation. 
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The  code  name  for  tliis  master  plan  is  TAEP— Texas  Admissions 
Review  Prooram.  The  parties  directly  involved  in  the  primary  con- 
tract include  the  Texas  Medical  Fomidation,  Blue  Cross-Blue 
Shield,  the  State  department  of  public  welfare,  and  the  regional 
office  of  the  Department  of  Health,  Education,  and  Welfare,  Dallas. 

About  two-thirds  of  the  money  involved  in  the  contract  will  come 
from  the  Department  of  Health",  Education,  and  Welfare  under  the 
utilization  revicAv  components  of  the  medicare-medicaid  program. 

The  remainder  of  the  money  will  be  State  matching  funds  from 
the  welfare  department. 

Phase  I  on  the  contract  between  Blue  Cross  and  the  welfare  de- 
partment will  involve  participation  of  61  hospitals  in  San  Antonio, 
Dallas,  and  Houston. 

Personnel  trained  by  the  Texas  Medical  Foundation  will  use  com- 
puter equipment  and  software  developed  by  Electronic  Data  Sj'S- 
tems  to  monitor  and  review^  all  patient  admissions  and  treatments. 

Comments  from  Don  Anderson  of  the  Texas  Medical  Foundation 
indicate  that  this  developmental  contract  may  serve  to  set  up  a  mo- 
nopoly situation. 

Ho  "says  that  after  a  year  of  trial  operation  under  contract  with 
the  welfare  department,"  Blue  Cross  plans  to  require  that  every  hos- 
pital in  Texas  use  this  computer  system  in  the  filing  and  processing 
of  all  patient  claims. 

Although  public  funds  will  be  used  to  develop  the  computer 
equipment  and  software  involved,  inside  sources  at  Blue  Cross-Blue 
Shield  indicate  that  H.  Ross  Perot's  Electronic  Data  Systems  will 
letain  all  rights  of  ownership  over  these  materials. 

Every  hospital  in  the  State  with  a  Blue  Cross  contract  or  serving 
medicare  patients  will  thus  become  an  obligatory  customer  of  H. 
Ross  Perot. 

To  further  understand  the  significance  of  this  developmental  con- 
tract you  nmst  know  that  the  Texas  ]Medical  Association  has  filed 
suit  against  the  Department  of  Health.  Education,  and  Welfare. 

The  suit  claims  that  the  division  of  Texas  into  nine  PSRO  regions — 
professional  standards  review  organization — regions  is  an  arbitrary 
ami  capricious  administrati^'e  act. 

In  its  suit,  the  TMA  indicates  a  desire  to  have  the  entire  State  of 
Texas  designated  one  PSRO  region. 

At  the  same  time,  the  TJMA  is  raising  a  war  chest  to  fight  for  the 
repeal  of  the  PSRO  sections  of  Public  Law  92-603. 

This  dual  posture  of  apparent  opposition  to  PSRO  combined  with 
an  effort  to  place  PSRO  in  the  hands  of  a  single  State  unit  points  to 
what  I  consider  to  be  a  sinister  plot  on  the  part  of  the  upper  eche- 
lons of  organized  Texas  medicine. 

For,  while  they  appear  to  be  protecting  the  ideology  of  the  most 
conservative  factions  of  the  Medical  Association,  Mr.  Overton  and 
his  close  associates  are  simultaneously  negotiating  a  DHEW  medi- 
caid contract  which  will  make  every  physician  in  the  State  subject 
to  the  governance  of  policies  which  will  be  dictated  by  a  small 
group  of  men  and  enforced  by  a  system  of  secret  review  proceedings 
which  offer  considerable  opportunity  for  intimidation. 

Although  some  local  pliysician's  groups  have  expressed  an  interest' 
in  developing  their  own  review  standards,  their  own  voices  were 
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quickly  squelched  by  the  Texas  Medical  Association  mandate  that 
such  efi'orts  should  be  coordinated  at  a  State  level. 

The  effect  of  a  statewide  professional  standards  review  organiza- 
tion will  be  monolithic  formula  imposed  from  the  top. 

That  formula  will  be  enforced  by  a  computer  system  financed  out 
of  medicaid  coffers  and  controlled  by  individuals  who  stand  to  gain 
both  increased  power  and  financial  benefits  from  the  deal. 

The  crowning  irony  is  that  this  same  monolithic  formula  will  be 
imposed  even  if  Federal  PSRO  legislation  is  repealed  because  the 
system  will  have  been  developed  and  implemented  through  the  use 
of  utilization  review  funds. 

I  regard  these  efforts  on  the  part  of  the  upper  echelons  of  Blue 
Cross- Blue  Shield  and  the  Texas  oSIedical  Association  as  a  grandiose 
scheme  for  defrauding  physicians  within  this  State  at  the  expense  of 
the  ])oor.  Although  some  form  of  utilization  review  is  required  by 
law,  it  is  my  opinion  that  the  review  system  proposed  by  the  Texas 
Medical  Foundation  and  Blue  Cross-Blue  Shield  will  not  serve  the 
public  well. 

In  the  first  instance,  local  physicians'  groups  should  be  given  an 
opportunity  to  develop  their  own  review  standards  without  being 
subjected  to  a  monolithic  formula  imposed  from  the  top. 

Furthermore,  it  is  premature  at  this  time  to  implement  one  com- 
puterized review  system  all  across  the  State.  Whatever  computerized 
review  standards  are  developed  at  this  time  will  have  to  be  modified 
and  remodified  at  great  expense  to  the  public. 

Before  we  invest  so  much  money  in  software  and  computer  equip- 
ment we  should  give  many  institutional  review  teams  the  time  to  de- 
A'^elop  the  inputs  that  will  ultimately  create  an  acceptable  system. 

Finally,  I  am  violently  opposed  to  the  use  of  limited  State  welfare 
funds  for  the  development  of  a  review  system  which  could  be  totally 
financed  with  Federal  dollars  under  the  provisions  of  section  249(f) 
of  the  PSKO  legislation. 

Funds  allocated  under  that  section  would  establish  a  statewide 
support  center  for  the  coordination  and  dissemination  of  needed  in- 
formation in  the  development  of  review  standards.  But  such  a  sup- 
port center  would  not  establish  a  system  that  would  allow  for  intim- 
idation and  control  over  local  physicians'  groups. 

I  can  only  interpret  the  Texas  ^ledical  Association's  decision  not 
to  use  such  a  support  center  as  evidence  of  their  determination  to 
maintain  a  degree  of  control  which  is  highly  threatening  to  the  in- 
dependence of  the  individual  physician. 

The  Texas  INIedical  Association  and  Blue  Cross  have  chosen  to 
take  their  systems  development  moneys  from  State  welfare  funds 
which  might  otherwise  have  paid  for  the  delivery  of  much  needed 
medical  services. 

The  poor  in  Texas  are  in  desperate  need  of  health  care,  and  I  bit- 
terly resent  efforts  to  drain  care  dollars  into  vested  interest  pockets. 

Such  allocation  of  funds  robs  the  poor  merely  to  accomplish  the 
dubious  ends  of  a  small  group  of  rich  and  powerful  men. 

I  thei'efore  ask  whatever  assistance  you  and  your  staff'  can  provide 
us  in  fighting  such  tactics. 

Thank  j^ou. 
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I  have  with  me  some  documents  that  I  would  like  to  submit  to 
you  and  your  committee,  pointing  to  some  of  the  articles  that  ap- 
peared in  the  Texas  papers,  in  some  Texas  papers  that  talked  about 
the  war  chest  that  I  referred  to  earlier  in  my  testimony.  I  would 
like  to  read  two  sections  here,  if  I  can  find  them. 

The  first  states  that,  "The  Texas  Medical  Association  delegates 
also  authorized  a  new  special  assessment  of  $100  to  all  12,000  mem- 
bers to  help  finance  the  legislative,  legal,  and  educational  campaign 
against  PSHO's." 

Senator  Hart.  How  disciplined  are  the  members?  Do  they  respond 
to  an  assessment  ? 

]\Ir.  Lelaxd.  As  I  understand  it  there  is  a  small  degree  of  resent- 
ment and  contention  against  the  assessment,  but  not  to  an  over- 
whelming degree.  And,  to  my  knowledge  at  this  point,  I  couldn't 
really  say  factually,  but  I  think  that  judging  from  the  past,  the 
members  usually  respond  ciuite  affirmatively  when  called  upon  by  the 
Texas  ISIedical  Association  throughout  the  State. 

I  have  one  last  quotaticm  that  I  would  like  to  read,  and  then  I 
would  like  to  just  submit  this. 

Philip  Overton,  association  attorney,  said,  however,  tliat  the  resolution 
should  be  wox-ded  to  avoid  the  appearance  that  the  association  "acted  in  uni- 
son or  that  there  was  a  conspiracy  or  a  directive  to  the  individual  members." 
lie  said  that  because  of  a  recent  court  ruling,  the  original  court  ruling  might 
be  interpreted  as  a  violation  of  antitrust  laws. 

Gentlemen,  I  would  like  to  beg  your  support  in  our  effort  to  try  to 
get  something  done  about  the  problems  that  we  are  having  in  the 
health  care  delivery  system  in  the  State  of  Texas. 

Senator  Hart.  Representative,  thank  you. 

Your  plea  is  an  elocjuent  one.  I  don't  pretend  to  devise  means  to 
I'espond.  Let  the  several  articles,  after  staff  has  checked  them,  be 
printed  in  the  record. 

[See  exhibit  1  at  the  end  of  this  panel's  testimony.] 

Senator  Hart.  Senator  Bernal. 

jMr.  BiERXAL.  Senator  Hart,  and  members  of  the  Senate  Antitrust 
and  ]\Ionopoly  Subcommittee,  and  staff  members,  I  want  to  first 
thank  you  for  the  invitation  to  be  here  with  you  this  morning. 

Second,  I  want  to  thank  my  very  fine  friend  and  former  colleague, 
who  is  now  doing  a  fantastic  job  here  as  a  Congressman,  Congress- 
man Bob  Eckharclt  of  Houston.  We  have  shared  the  podium  many 
times,  and  I  appreciate  his  kind  words  this  morning. 

And  let  me  say  it  is  going  to  be  hard  following  my  friend  Mickey 
Leland's  remarks  here,  but  I  do  have  some  remarks. 

Before  I  start  off  on  them,  I  would  like  to  say  that  I  have  my  at- 
torney here  to  my  right,  and  he  and  I  Avorkecl  on  a  joint  statement. 
The  statement  that  I  am  going  to  present  here  is  pretty  much  along 
the  lines  of  a  chronological  situation  that  has  occurred  in  San  Anto- 
nio, with  remarks  dealing  with  the  chronology  of  some  events  hav- 
ing to  do  with  a  diptheria  epidemic  and  the  likes  in  my  hometown.- 

Senator  Hart.  You  are  referring,  Senator,  to  Mr.  Mendelson  ? 

Mr.  Bernal.  Yes,  to  IMichael  ]Mendelson ;  yes. 

Mr.  CiiuMBRis.  And  which  statement  are  you  going  to  read,  the 
separate  statement  or  the  joint  statement  ? 
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Mr.  Berxal.  No,  I'm  goino;  to  read  from  my  statement  where  it 
says,  "Statement  of  Joe  Bernal,"  just  without  Michael's  name. 

"Let  me  say  also  that  I  have  been  a  member  of  the  Texas  legisla- 
ture for  8  years.  I  was  a  schoolteacher  before  that. 

And  I  am  presently  a  member  of  the  National  and  Democratic 
Committee,  involved  still  in  politics  and  I'm  running  for  office  again 
back  liome. 

Health  care  should  be  every  American's  birthright  just  as  is  our 
basic  right  to  freedom  of  religion,  freedom  of  speech,  or  our  basic 
right  to  a  speedy  and  public  trial  by  an  impartial  jury. 

I  also  view  health  care  as  a  service  people  can  render  to  people  and 
not  as  a  luxury  commodity  which  may  or  may  not  be  within  the 
reach  of  the  public. 

Under  our  private  enterprise  system,  however,  medical  care  has 
become  an  industry — a  prohtmaking  industry — an  industry  whereby 
one  person  can  make  a  high  profit  oil'  of  another's  illness. 

Doctors,  as  with  people  in  all  other  professions,  may  be  quite  ori- 
ented to  the  service  they  can  render  or  they  may  be  geared  to  the 
profits  of  tiie  health  industrial  complex. 

Before  a  doctor  can  fit  a  category,  it  seems  to  me  he  also  has  to  fit 
a  philosophy.  If  a  philosophy  is  spelled  out  in  terms  of  service  one 
can  render  to  humanity,  you  get  one  type  of  doctor;  if  it  is  dollars 
and  cents,  then  you  get  another  type  of  doctor. 

Because  many  of  us  had  recognized  the  problem  of  health  care 
being  unavailable  to  most  of  the  public  we  began  holding  weekly 
sessions  to  see  what  we  could  do  about  the  seriousness  of  health 
problems  peculiar  to  San  Antonio. 

With  technical  assistance  and  advise  from  the  Council  of  Govern- 
ments— COG — we  called  on  representatives  of  existing  clinics,  many 
of  which  I  define  as  "shell  clinics"  because  the  shell  or  building  is 
pretty  but  the  health  service  rendered  quite  limited,  and  we  have  got 
about  '22  of  those. 

We  incorporated  the  5C's  group,  Committee  of  Coordinated  Com- 
prehensive County  Clinics,  and  applied  for  a  314e  grant.  We  ex- 
changed ideas  with  l)arrio  and  ghetto  people  as  well  as  health  pro- 
fessionals. 

The  then  U.S.  Senator  Kalph  Yarborough,  Democrat  of  Texas, 
was  of  great  help.  A  meeting  was  arranged  by  the  Senator  in  Wash- 
ington, D.C.,  between  HEW,  HUD,  GEO  top  officials,  and  some  of 
our  interested  people  from  San  Antonio. 

The  $500,000  grant  which  we  thought  we  had  in  the  bag  turned 
out  to  be  an  empty  bag  which  had  all  the  dirt}'  fingerprints  of  the 
medical  industrial  lobbyists. 

The  word  we  got  Avas  that  the  lobby  had  contacted  other  Senators 
to  force  Federal  officials  to  reject  the  proposal,  and  that  was  done. 
We  all  know  how  that  works,  I'm  sure. 

In  1969-70,  we  had  an  epidemic  in  San  Antonio — a  diptheria  epi- 
demic. Everyone  immediately  went  to  work  in  an  attempt  to  resolve 
that  very  serious  problem. 

The  assistance  of  the  Comnnmicable  Disease  Center  in  Atlanta 
was  called  forth.  Some  medical  doctors  worked  as  many  as  18  hours 
per  day  innoculating  people. 
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Medical  school  people  worked  around  the  clock.  Social  work  cen- 
ters opened  up  their  doors  7  days  a  week.  We  in  the  State  legisla- 
ture passed  a  bill  to  provide  free  immunization  for  all  children. 

Analyzing  the  situation  I  came  to  the  conclusion,  however,  that 
the  diptheria  epidemic  was  only  the  tip  of  an  iceberg.  Texas  that 
3'ear  ranked  first  or  second  in  the  Nation  in  the  high  number  of 
cases  not  only  in  diphtheria,  but  also  of  pertussis,  tetanus,  measles, 
and  polio. 

But  why  San  Antonio  had  an  epidemic  was  a  question  no  one 
seems  to  have  an  answer.  A  foi-mer  president  of  the  San  Antonio 
Medical  Society  rationalized  to  his  colleagues  at  a  society  meeting 
that  the  epidemic  was  because  people  were  highly  superstitious. 

They  thought,  he  said,  the  devil  was  at  the  point  of  the  needle 
and  the  people  obviously  did  not  want  the  devil  injected  into  them. 
That  may  sound  funny,  but  it  hurts. 

The  medical  doctor  in  charge  of  communical  diseases  for  the  San 
Antonio  Metropolitan  Health  District  blamed  it  on  "apathy  and  ig- 
norance" and  further  stated  that  diptheria  was  a  "ghetto  and  pover- 
ty-pocket disease."  The  fault,  then,  was  totally  placed  in  the  laps  of 
the  victims. 

The  medical  school  people  were  also  looking  at  the  question  quite 
seriously.  Being  that  we  had  been  turned  down  on  the  SC's,  3 lie 
grant  proposal,  interested  medical  school  doctors,  including  the  Uni- 
versity of  Texas  Medical  School  dean.  Carter  Pannill,  applied  for  a 
grant  and  got  it. 

A  family-centered  clinic  was  opened  on  the  east,  which  is  where 
the  black  people  live,  on  the  east  side  of  San  Antonio.  Word  got  out 
immediately  afterward  that  the  school's  purpose  was  to  teach  and 
not  to  deliver  health  care. 

The  school  was  seemingly  competing  in  a  market  reserved  for  pri- 
vate practitioners  and  the  lobby  big  guns  began  to  turn  on  the 
school. 

Dr.  Joe  Nelson  was  identified  by  the  San  Antonio  Express  as  a 
"big  league  medical  politican" — by  the  way,  Dr.  Nelson  is  presently 
in  the  room.  The  San  Antonio  Express  called  him  a  "big  league 
medical  politician"  and  I  have  another  news,  April  23,  submittal, 
which  is  an  addendum  to  my  remarks  in  which  he  is  identified  as  a 
member  of  tlie  very  powerful  board  of  directors  of  the  American 
Medical  Political  Action  Committee  and  also  a  member  of  the 
TexPac,  which  is  the  Texas  component  of  the  American  Medical  Po- 
litical Action  Committee. 

Dr.  Nelson  was  named  to  the  University  of  Texas  board  of  re- 
gents. Dr.  Nelson  was  a  member  of  the  board  of  directors  of 
AmPac,  as  well  as  TexPac. 

It  was  found  that  the  good  doctor  had  previously  given  the  Gov- 
ernor $10,000  during  the  Governor's  campaign,  and  an  established 
tradition  in  Texas — not  so  in  Washington,  I  understand — is  that  he 
who  donates  large  sums  to  Governors  gets  appointed  to  boards. 

Di'.    Nelson   began   his    planned   moved   to    oust   those    "uppity" 
teacher  doctors  who  were  "meddling"  in  the  area  of  private  practice. 
And   they   did.    The   regents   upheld   the   firing   which   was    an- 
nounced, not  by  the  administration  of  the  University  of  Texas,  but 
by  a  regent,  Frank  Irwin. 
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As  State  senator.  I  liad  also  fallen  in  disfavor  with  the  medical 
lobbyists — called  TexPac — the  Political  xVction  Committee  of  the 
Texas  Medical  Association. 

I  had  seen  where  the  HMO— health  maintenance  organization — 
concept  had  been  '"nipped  in  the  bud"^ — stopped  before  it  got  too  far. 

Article  4509a  of  the  Texas  Medical  Practice  Act  now  provides 
that  any  health  maintenance  organization  must  have  only  licensed 
physicians  on  their  boards. 

I  blocked  this  legislation  in  the  senate,  but  in  the  final  analvsis  the 
bill  passed  as  amended,  as  misinterpreted  by  Phil  Overton  to  me 
personally — but  that  is  just  an  addendum  to  my  remark,  but  you  can 
add  them  to  it. 

Mr.  Overton  was  the  same  person  that  was  identified  by  the  pre- 
vious speaker  here  as  a  lobbyist,  also,  for  the  Texas  Medical  Associa- 
tion. 

When  the  session  ended  some  of  us  proceeded  to  organize  a  non- 
profit HMO.  or  the  beginnings  of  one.  The  secretary  of  state  with 
the  advise  of  the  board  of  medical  examiners  turned  down  an  appli- 
cation to  incorporate  on  the  basis  that  our  incorporators  were  not  li- 
censed physicians. 

We  went  to  court  asking  for  a  three-judge  panel.  The  Fedei'al 
District  Court  in  San  Antonio  turned  us  clown.  Upon  appealing,  the 
Fifth  Circuit  Court  in  New  Orleans,  however,  ruled  in  our  favor 
and  we  now  find  the  court  ready  to  hear  us,  a  year  and  a  half  later. 
A  three-judge  panel  will  hear  our  case  this  summer  in  San  Antonio 
and  that  is  the  purpose  for  which  my  attorney,  jNlichael  Ncvinson, 
and  I  get  together  on  these  things. 

We  are  not  against  doctors.  And  we're  not  against  doctors  making 
a  decent  living.  We  are,  however,  opposed  to  the  idea  that  only  the 
fee-for-service  philosophy  has  to  prevail. 

Competition  and  other  health  delivery  systems  would  seem  to  me 
to  be  good  for  the  market.  The  medical  lobbyists  in  Texas,  however, 
give  us  the  impression  that  the  only  way  is  the  fee-for-service  way. 

And  according  to  Texas  law,  anyone  collecting  fees  for  doctors 
would  be  impersonating  the  doctor  and  the  penalty  would  be  the 
drastic  loss  of  the  license  or  the  right  to  practice  of  that  doctor. 

I'm  running  for  office  again,  and  my  opposition  was  given  a  siza- 
ble $2,000  contribution  by  TexPac.  Someone,  however,  has  to  fight 
for  the  consumer's  health  rights  and  I  can  guarantee  you  that  that 
$2,000  lobby  contribution  is  a  heavy  persuader  to  keep  things  as  they 
are — if  my  opponent  wins. 

Middle  America  pays  the  taxes  and  can't  seem  to  afford  medical 
care.  Among  the  poor,  only  the  unfortunate  recipients  of  welfare  get 
help. 

We  seem  to  be  getting  to  the  point  where  only  the  company  presi- 
dents will  be  able  to  get  sick  without  having  to  go  into  debt  for 
months  or  years. 

I  know  San  Antonio  has  had  difficulties  with  health  care,  and  I 
know  that  Texas  has,  too.  But  I  also  know  that  the  United  States  of 
America  is  in  health  trouble. 

We  have  the  best  trained  doctors  and  we  spend  a  larger  percent- 
age of  our  gross  national  product  and  more  money   for  personal 
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health  care  than  other  people;  yet,  among  the  developed  countries, 
the  United  States  ranks  15th  in  the  death  of  infants  during  the  first 
year  of  life;  :2Tth  in  life  expectancy  of  males;  l'2t\i  in  life  expect- 
ancy of  females;  and  27th  in  life  expectancy  in  males  in  their  mid- 
dle years. 

In  Texas  the  real  fault  lies  with  the  third  house  in  the  legislature. 
There's  first,  the  house  of  representatives;  and  then  there's  second, 
the  senate ;  and  then  there's  a  third,  the  lobby,  the  most  powerful  of 
all. 

With  a  little  research  I'm  sure  that  we  would  find  powerful  third 
houses  in  every  State.  Who  knows,  one  may  even  find  it  in  our 
Nation's  C^ipital. 

And  I  hope  we  can  do  something  about  it. 

Senator  Hart.  Senator,  thank  you. 

Almost  at  the  point  you  were  making  reference  to  the  interest 
that  the  medical  school  has  played  in  the  San  Antonio  clinic  effort 
and  the  name  Dr.  Pannill — he  arrived  and  joined  you  at  the  table — 
and  we  welcome  him. 

Mr.  Bernal.  Thank  you,  sir.  I'm  glad  he  is  here. 

Senator  Hart.  Ms.  Cox,  did  you  want  to  proceed  now?  I  think 
it  may  be  better  if  we  heard  everyone  and  then  questions. 

Ms.  Cox.  Thank  you.  I  very  much  appreciate  the  opportunity  to  be 
here.  I  think  I  represent  not  only  the  consumer,  but  also  the  working 
poor. 

I  would  like  to  explain  what  my  personal  interest  in  health  care 
problems  stems  from.  My  parents  are  retired  and  living  on  social 
security. 

They  have,  of  course,  some  benefits  providing  for  health  care, 
but  medicare  and  medicaid  doesn't  cover  evervthing.  xVnd  my  father 
was  ill  recently  and  we're  still  paying  off  the  debts  on  that  illness. 

I  sincerely  hope  that  before  you  implement  a  national  health  care 
insurance  system,  that  you  take  real  efforts  to  scrutinize  the  way  in 
which  the  presently  allocated  funds  are  expended. 

I  should  hate  to  be  taxed  on  my  really  very  small  income  to  sup- 
port a  system  that  doesn't  give  us  more  cost  benefits.  I'm  not  at  all 
opposed  to  paying  tax  money  for  health  care,  but  I'm  very  con- 
cerned that  the  costs  of  all  of  the  services  rendered  will  simply  go 
up  and  we  won't  receive  more  benefit  than  we're  getting  now.  I 
hope  that  cost  factors  will  be  scrutinized  very  carefully  here  and  I 
appreciate  the  time  that  you  are  talking  to  look  into  this. 

As  a  free  lance  writer,  I  have  had  contact  in  Texas  with  many 
people  who  are  involved  in  the  health  care  professions,  and  they're 
willing  to  speak  freely  to  me. 

But  they  are  often  afraid  to  have  their  names  brought  up.  I  must 
say  that  Texas  organized  medicine  runs  something  very  close  to  a 
reign  of  terror. 

I  find  it  threatening  that  people  are  not  willing  to  come  forward 
and  speak  about  the  things  they  see. 

The  threat  of  economic  reprisals  down  there  are  very,  very  real. 
With  that  preface,  I'll  go  forward  with  my  testimony. 

To  understand  how  organized  medicine  in  Texas  controls  both  the 
cost  and  availability  elements  of  the  industry. 

.35-5.14—74 — pt.  1 8 
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These  include  personnel,  delivery  facilities,  and  payment  mech- 
anisms. It  is  my  thesis  that  all  three  of  these  elements  are  in  fact 
significantly  controlled  by  a  small  group  of  men  who  appear  on  this 
list  of  interlocking  directories  that  we'll  turn  over  to  you. 

And  I  think  that  the  degree  of  their  control  is  sufficient  to  curtail 
the  possibility  of  a  truly  competitive  market  system.  This  will  in- 
evitably propel  the  costs  of  health  care  continuously  upward  miless 
sometliing  is  done. 

The  focus  of  control  is  in  the  overlapping  boards  of  Blue  Cross- 
Blue  Shield,  the  Texas  jNIedical  Association,  the  University  of  Texas 
Board  of  Regents,  and  the  State  health  department.  We  will  submit 
that  list  of  names  for  the  record. 

I'll  begin  by  explaining  how  the  Texas  Medical  Association  con- 
trols both  the  supply  and  utilization  not  only  of  physicians,  but 
also  of  other  allied  health  professionals. 

[Tlie  list  will  be  found  as  exhibit  13  at  the  end  of  this  panel's 
testimony.] 

Ms.  Cox.  The  control  is  effectuated  primarily  through  purchased 
influence  over  the  Texas  Legislature  and  it  works  through  the 
budgeting  process.  Operating  behind  the  rationale  of  public  protec- 
tion and  quality  of  care,  the  TMA  lobby  has  effectively  blocked 
efforts  of  medical  technologists,  nurses,  and  physicians'  assistants 
to  establish  licensing  standards  and  criteria  which  would  allow  for 
maximum  utilization  of  their  skills.  As  Dr.  Steinfeld  pointed  out 
to  you  yesterday  morning,  a  failure  to  develop  allied  health  care 
professionals  results  first  in  an  underutilization  of  the  skills  of  all 
health  professionals,  including  doctors.  As  a  consumer,  I  am  really 
opposed  to  paying  a  doctor  $30  for  5  minutes  of  his  time,  knowing 
that  most  of  the  services  which  I  received  were  rendered  by  a  nurse 
who  earned  $5  an  hour. 

The  reluctance  of  Texas  organized  medicine  to  allow  the  full 
development  of  other  health  professionals  manifests  itself  in  the 
budgets  of  the  training  programs  of  Texas  colleges  and  universities. 

The  positive  benefits  of  utilizing  nurse  practitioners  in  the  area 
of  family  practice  and  pediatrics  has  been  particularly  well  dem- 
onstrated in  New  York  and  Colorado. 

Over  the  past  year,  staff  at  the  University  of  Texas  Nursing 
School  devised  a  family  nurse  practitioner's  program  for  two  of 
their  campuses. 

But  the  psychology  of  physician  intimidation  is  so  pervasive  in 
Texas  that  the  administrators  of  the  nursing  school  were  unwilling 
to  press  for  State  funding  of  their  program. 

They  went  "on  the  sly,"  secretly,  to  see  if  t]iey  could  find  some 
foundation  funds.  But  they  were  really  scared  to  try  to  press  with 
the  board  of  regents  for  money. 

The  influence  of  Dr.  Joe  Nelson,  who  sits  behind  us  here,  and  also 
on  the  TMA  Council  of  Medical  Legislation  and  the  UT  Board  of 
Regents,  is  so  powerful  that  the  nursing  school  staff  was  really 
afraid  for  their  jobs  and  for  their  operating  program  budgets. 

As  I  said  before,  the  threats  of  financial  retribution  in  Texas  are 
real  and  imminent,  and  these  sincerely  dedicated  nurses  wouldn't 
defend  the  program  that  they  really  believed  in. 
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The  same  pattern  of  intimidation  is  revealed  in  my  conversations 
with  teaching  staff  at  the  Univereity  of  Texas  ;Medical  School  in 
San  Antonio. 

I  spoke  with  three  physicians  there  who  are  not  willing  to  have 
their  names  revealed  at  all.  The  immediate  first  reaction  of  all 
three  of  them  to  my  question  was  the  venting  of  an  immense  sense 
of  outrage  toward  the  reactionary  philosophy  which  governs  medical 
education  in  Texas. 

Their  second  response  was  fear.  All  of  them  at  one  time  or  an- 
other mounted  a  campaign  for  change  from  the  inside,  and  every- 
one of  them  had  been  subject  to  reprisals. 

Furthermore,  their  efforts  came  to  naught.  These  highly  respect- 
able and  responsible  physicians  are  now  so  intimidated  that  they 
won't  even  point  out  the  sources  of  public  record  which  would 
document  their  battle.  They  don't  want  their  names  brought  up 
again;  they  don't  want  to  be  dragged  into  the  fray. 

Again,  referring  to  Dr.  Steinfeld's  testimony,  I  remind  you  that 
unless  the  philosophy  of  teaching  institutions  is  changed  there  can  be 
no  significant  changes  in  the  health  care  delivery  system. 

The  second  area  I  wanted  to  talk  about  includes  the  delivery 
system  facilities.  Employees  in  the  hospital  licensing  division  at  the 
State  board  of  health  have  assured  me  that  the  price  of  hospital  care 
in  the  State  of  Texas  has  been  standardized — and  standardized  up- 
ward, by  the  wav — by  medicare-meclicaid  rates  negotiated  through 
Blue  Cross-Blue  Shield  and  DHEW— Health,  Education,  and  Wel- 
fare— in  Dallas. 

Tl\e  mutuality  of  interests  at  Blue  Cross-Blue  Shield  and  HEW 
is  probably  best  illustrated  by  a  little  name-calling.  Philip  Overton 
is  legal  counsel  and  vice  president  of  Blue  Cross-Blue  Shield,  besides 
being  legal  counsel  and  lobbyist  for  the  Texas  Medical  Association. 
Common  parlance  among  health  care  professionals  in  Texas  is  that 
Dr.  Floyd  Norman  is  the  "inside  man"  at  HEW  who  protects  the 
interests  of  the  Overton  factions  in  the  medicare-medicaid  contract 
negotiations. 

Dr.  Norman  owes  his  medical  education  to  the  generosity  of  the 
parents  of  Mr.  Overton. 

[For  modification  of  the  preceding  statement  see  letter  subse- 
quently received  from  Ms.  Cox,  exhibit  12,  at  the  end  of  this  panel's 
testimony.] 

Since  I'm  discussing  the  relationship  at  HEW-Dallas,  I'd  also  like 
to  mention  the  fact  that  every  Texas  health  grant  application  that 
is  approved  out  of  HEW-Dallas  has  to  have  a  cover  letter  indicating 
the  approval  of  the  local  medical  society.  They  have  their  thumb 
on  every  bit  of  money  that  comes  in  and  out,  and  nothing  happens 
that  they  don't  approve  of. 

To  return  to  my  prepared  text,  the  cost  of  hospitalization  in 
urban  areas  of  Texas  have  also  been  driven  upward  by  the  over- 
building of  proprietary  hospitals.  I'd  like  to  remind  you  that  a  pa- 
tient does  not  exercise  a  free  market  choice  when  he  is  about  to  be 
hospitalized.  He  goes  to  the  hospital  of  his  physician's  choice.  Staff 
at  the  hospital  licensing  division  of  the  health  department  explain 
that  in  Houston,  Dallas,  and  San  Antonio,  over  the  past  10  years 
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groups  of  physicians  have  been  very  busy  building  proprietary 
facilities  which  pick  up  the  hospitalization  dollars  of  their  captive 
patient  market.  As  a  result,  utilization  rates  in  community  hospitals 
have  dropped  drastically.  According  to  the  testimony  of  one  com- 
prehensive health  planner,  one  bed  in  three  now  sits  expensively 
empty.  An  empty  hospital  bed  costs  about  two-thirds  as  much  to 
maintain  as  a  full  one  and  nothing  is  returned  on  the  investment. 

The  result  is  that  the  patient  pays  not  only  for  the  bed  which  he 
occupies,  but  also  for  the  empty  bed  beside  him.  Or,  alternatively, 
it  may  be  the  taxpayer  who  picks  up  the  diti'erence  through  increased 
hospital  district  tax  levies. 

One  way  or  the  other,  the  profits  of  the  physicians  who  own 
proprietary  hospitals  are  underwritten  by  the  public  at  large. 

The  passage  of  P'ederal  certificate-of-need  legislation  was  designed 
to  curtain  this  syndrome,  but  the  mere  passage  of  a  Federal  law  is 
no  guarantee  of  enforcement  in  Texas.  Responsibility  for  imple- 
menting certificate  of  need  was  kicked  around  a  little  and  finally  it 
ended  up  in  the  Governor's  office  of  comprehensive  health  planning. 

Refusals  of  certification  brought  so  mucli  heat  from  construction- 
hungry  doctors  and  nursing  home  administrators  and  owners  that 
the  Governor  finally  decided  to  jump  through  the  discretionary 
loophole  in  the  Federal  legislation  and  wash  his  hands  of  titular 
responsibility  in  the  area.  At  present,  Texas  has  no  certificate-of- 
need  program. 

Since  certificate  of  need  was  too  political  to  be  effective,  dropping 
the  program  probably  didn't  make  any  practical  difference.  And 
interview  with  Dan  Kadrovach,  executive  director  of  the  Texas 
Medical  School  Hospital  in  Houston,  gives  some  anecdotal  insight 
into  how  certificate  of  need  was  manipulated  both  at  the  State  and 
the  Federal  levels.  The  statement  which  he  will  file  for  the  record 
tells  how  two  proprietary  hospitals  outmaneuvered  certificate-of- 
need  standards  at  the  State  level  and  obtained  FHA  loans  to  under- 
write the  construction  costs  of  unneeded  hospital  beds.  The  Gov- 
ernment Accounting  Office  is  now  investigating  one  of  these  FHA 
loans. 

While  personnel  and  facilities  are  important  factors  in  the  cost 
equation,  I'm  really  convinced  that  the  major  rip-off  has  come 
through   manipulation   of   insurance   costs. 

Representative  Leland  gave  you  an  example  of  how  medicare- 
medicaid  costs  have  been  inflated  by  Blue-Cross-Blue  Shield,  and 
I  am  convinced  that  the  role  of  the  "Blues"  is  significant  in  driving 
up  the  costs  of  all  health  insurance.  I  remind  you  again  that  em- 
ployees of  the  State  health  department  licensing  division  avow 
that  the  price  of  hospital  care  of  the  State  of  Texas  has  been 
standardized  by  medicare-medicaid  rate. 

I'm  not  sure  exactly  what  the  competitive  forces  are  in  the  health 
insurance  industry.  But  it  seems  to  me  that  private  insurance  car- 
riers should  be  substantially  undercutting  the  inflated  costs  of 
policies  of  Blue  Cross-Blue  Shield.  It  therefore  strikes  me  as  perhaps 
possible  that  if  a  free  market  system  were  really  operating  Blue  Cross- 
Blue  Shield  would  have  to  lower  its  costs. 

There  is,  however,  one  area  of  the  Texas  health  industry  which 
promises  a  real  fight  between  the  "Blues"  and  the  life  and  indemnity 
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insurers.  That  battle  is  now  pitched  in  a  struggle  for  control  over 
health  maintenance  organizations.  Texas  organized  medicine  claims 
that  under  provisions  of  the  Texas  Medical  Practices  Act,  only- 
licensed  i^hysicians  may  own  and  operate  health  maintenance  or- 
ganizations and  they  fiirther  claim  that  all  HMO's  are  subject  to 
regulation  by  the  State  board  of  medical  examiners.  The  State 
board  of  insurance  claims  that  all  prepaid  services  must  be  classified 
as  insurance,  and  that  HMO's  are  therefore  subject  to  their  regula- 
tion. 

These  claims  and  counterclaims  are  now  being  aired  on  several 
legal  fronts.  These  include:  (1)  the  Federal  court  case  which  is 
being  brought  by  Senator  Bernal  and  Mr.  Mendelson  against  the 
State  board  of  medical  examiners,  testing  the  doctors'  only  monop- 
oly situation  in  the  HMO  field;  (2)  a  TMA-sponsored  attorney 
general's  opinion  request  testing  the  insurance  board's  regulatory 
authority;  and,  (3)  insurance  board  hearings  into  the  alleged  monop- 
olistic practices  of  the  doctor-dominated  Bexar  County  Medical 
Foundation  in  San  Antonio. 

I'd  like  also  to  add  with  some  cynicism  that  Texas  will  probably 
get  a  lot  of  good  side  shows  out  of  this  controversy,  but  I  doubt 
that  the  cost  of  health  care  will  go  down  any. 

The  battle  between  the  TMA  and  the  insurance  industry  for  con- 
trol over  HlSIO's  may  be  party  motivated  by  the  life  and  indemnity 
insurer's  desire  to  market  a  product  that  will  help  them  recapture 
a  proportionate  share  of  the  health  insurance  market. 

Over  the  past  years  they  have  been  losing  ground  to  Blue  Cross- 
Blue  Shield.  The'"Texas  Insurance  Fact  Book,  1973,"  just  published 
by  the  University  of  Texas,  reports  that  while  life  and  property 
liability  companies  wrote  80.7  percent  of  all  Texas  health  premiums 
in  1966,  by  1971,  their  piece  of  the  total  market  action  had  declined 
to  67.7  percent.  Thanks  largely  to  the  influx  of  medicare-medicaid 
funds.  Blue  Cross-Blue  Shield  in  1971  had  captured  32.3  percent  of 
the  total  health  premiums,  compared  to  19.3  percent  in  1966. 

The  total  dollar  amounts  are  considerable.  From  1966  to  1971,  the 
life  and  property  liability  insurers  wrote  $3.3  billion  in  Texas 
health  insurance  premiums  and  paid  losses  of  $2.3  billion,  giving 
the  industry  close  to  $1  billion  in  gross  profits. 

Over  the  same  period.  Blue  Cross-Blue  Shield  collected  premiums 
totaling  about  $1.2  billion  and  distributed  benefits  totaling  more 
than  $938  million.  Since  Blue  Cross-Blue  Shield  is  supposedly  a 
nonprofit  corporation,  the  $246  million  ditference  between  premiums 
collected  and  benefits  dispersed  can't  be  called  profits. 

Nevertheless,  a  sizable  portion  of  that  money  did  remain  inside 
the  corporation.  The  1973  fiscal  statements  for  Blue  Cross-Blue 
Shield  show  that  the  Texas  Blues  retain  $34  million  in  policvholdere 
surpluses  and  control  net  admitted  assets  totaling  $198  million. 

The  gross  profit  figures  of  the  life  and  indemnity  insurance  are 
not  very  meaningful,  except  as  shadowy  indicators  of  their  possible 
net  profits  pie.  The  insurance  board  does  not  maintain  data  on  the 
net  earnings  of  health  premiums  written  by  for-profit  insurers,  and 
the  legislature  has  not  given  the  insurance  board  the  power  to  set 
rates   for  health  premiums  written  by  such  groups. 
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Although  the  insurance  board  does  have  the  authority  to  regulate 
nonprofit  hospital  corporation  premium  rates,  the  schedule  now 
used  by  Blue  Cross-Blue  Shield  has  not  been  examined  or  modi- 
fied since  it  was  filed  in  1965. 

Therefore,  there  is  virtually  no  monitoring  of  costs  in  the  health 
insurance  industry  in  Texas.  The  role  of  the  State  board  of  insur- 
ance extends  only  to  guaranteeing  the  consumer  that  his  insurance 
company  will  be  solvent. 

Lack  of  cost  controls  notwithstanding,  the  guidelines  for  the  op- 
eration of  HMO's  promulgated  by  the  insurance  board  would  make 
it  possible  for  private  insurers  to  compete  for  a  share  of  the  medicare- 
medicaid  largesse  which  has  fattened  the  Blues. 

A  1972  amendment  to  the  Social  Security  Act  gives  medicare 
beneficiaries  the  option  of  receiving  sen^ices  through  an  HMO. 
By  contracting  their  actuarial  and  marketing  services  to  such  an 
HMO,  the  life  insurance  companies  can  pick  up  at  least  administra- 
tive costs  for  handling  all  of  that  lovely  public  money. 

That  certainly  wouldn't  be  a  bad  deal  for  the  insurers,  and  it 
might  benefit  the  taxpayers  also,  given  the  facts  which  Representative 
Leland  has  revealed  to  you  about  the  history  of  medicare-medicaid 
under  the  Blues. 

The  activities  of  the  State  board  of  medical  examiners  with  respect 
to  HMO's  certainly  deserve  some  scrutiny.  I  have  submitted  for  the 
record  certified  copies  of  documents  from  the  board  of  medical 
examiner's  files.  Those  documents  show  that  the  registered  lobbyist 
for  the  TMA  exercises  approval  authority  over  the  corporate  char- 
ters of  any  group  desiring  to  set  up  a  nonprofit  health  care  corpo- 
ration in  the  State  of  Texas. 

Said  lobbyist  is  Sam  Stone.  He  was  hired  by  the  board  of  medical 
examiners  upon  the  consent  and  approval  of  his  partner  at  law, 
Phil  Overton. 

Minutes  of  the  board  reveal  that  Mr.  Stone  met  with  members  of 
the  TMA  Medical  Jurisprudence  Committee  to  prepare  the  legisla- 
tion which  gave  the  medical  examiners  their  regulatory  authority 
over  any  nonprofit  health   care  corporation,  including  HMO's. 

He  also  participated  in  the  writing  of  a  set  of  administrative 
guidelines  which  require  that  all  physicians  desiring  to  serve  as 
trustees  or  directors  of  non-profit  health  care  corporations  should 
have  been  licensed  and  practicing  medicine  in  Texas  for  5  years. 
That  5-year  standard  exceeds  the  specifications  of  the  enabling 
legislation,  which  merely  requires  that  the  physicians  be  licensed  in 
Texas. 

There  is  also  reason  to  question  the  legality  of  Mr.  Stone's  em- 
ployment by  the  board  of  medical  examiners.  Article  V,  section  4 
of  the  current  State  appropriations  bill  provides  that  "None  of  the. 
funds  appropriated  in  this  act  shall  be  expended  in  the  payment  of 
the  full  or  partial  salary  of  any  State  employee  who  is  also  the  paid 
lobbyist  of  any  individual,  firm,  association,  or  corporation."  Never- 
theless, Mr.  Stone  continues  to  draw  a  salary  paid  from  public 
funds. 

Mr.  Stone's  partner  and  fellow  TMA  lobbyist,  is  sitting  here  behind 
me.  Mr.  Pickens  also  gets  the  same  kind  of  salary  by  working  for 
the  board  of  nurse  examiners. 
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The  upper  echelons  of  the  Texas  Medical  Association  are  not 
unduly  scrupulous  about  observing  the  law.  My  examination  of  the 
campaign  contribution  filing  with  the  Elections  Division  of  the 
Texas  Secretary  of  State  offices  shows  that  the  Texas  Medical  Polit- 
ical Action  Committee  may  be  guilty  of  a  felony  violation. 

Under  Texas  law,  any  organized  group  making  campaign  contri- 
butions must  identify  by  contributor's  name  any  donation  of  $10  or 
more.  The  April  14,  1974,  filing  of  TexPac— that's  Texas  Medical 
Political  Action  Committee — contributions  includes  a  line  item  of 
$16,000  received  from  the  American  Medical  Association  Political 
Action  Committee,  AmPac. 

No  break  down  as  to  the  contributors  of  those  funds  is  given 
either  in  the  TexPac  report  or  in  the  AmPac  report  for  the  same 
period. 

In  the  opinion  of  legal  counsel  in  the  elections  division,  this 
action  constitutes  an  unlawful  funneling  of  unidentified  funds  into 
the  Texas  political  arena — it's  a  felony. 

But  to  do  anything  about  it,  we  have  to  get  a  local  DA  in  Travis 
County  to  file  suit.  We  were  making  bets  this  morning  as  to  whether 
or  not  it  would  be  possible  to  get  the  Travis  County  DA  to  table 
action.  We  doubt  it.  Thank  you  for  your  attention  to  the  matter 
an  v  way. 

Senator  Hart.  Under  Texas  law,  the  elections  division,  though, 
makes  a  judgment  with  respect  to  the  legality  of  filing.  Does  it  not 
have  an  obligation  to  act  against  alleged  illegality? 

Ms.  Cox.  I  am  telling  you  what  I'was  told.  1  asked  the  legal 
counsel  in  the  elections  division  whether  the  unidentified  contribu- 
tion did  constitute  a  violation.  He  said,  "Yes." 

Then  I  asked,  "Well,  what  do  we  do  about  it?" 

And  he  said,  "Well,  I  think  you  have  to  get  the  local  district 
attorney  to  file  suit." 

So,  we  will  go  back  and  see  if  we  can  find  anybody  to  make  that 
happen.  I  don't  know.  Thank  you. 

Senator  PIart.  Well,  Dr.  Pannill,  we  welcome  you  again. 

Dr.  Pannill.  Thank  you. 

Senator  Hart.  Mr.  Mendelson,  I  apologize.  I  misunderstood.  I 
thought  the  senator  was  testifying  for  you  also. 

Mr.  Bernal.  Senator  Hart,  to  respond  to  a  question  that  you 
raised  a  moment  ago,  we  did  have  some  scandals  pertaining  to  some 
banks  here  about  2  years  ago,  and  it  did  take  quite  a  bit  of  urging 
by  members  of  the  legislature  to  get  the  investigation  going.  The 
question  was  brought  before  the  courts  finally  by  the  district  attor- 
ney in  the  area  in  which  our  capital  lies.  Avhich  is  in  Austin,  Tex. 

We  may  have  to  do  this  again,  but  it  would  seem  to  me  that  it 
would  take  quite  a  bit  of  concern  by  the  public,  and  I  don't  think 
the  public  has  been  reached  as  yet  by  the  concern  that  we  bring 
forth  before  j'ou  today,  this  morning. 

Mr.  Mendleson.  Senator  Bernal  and  myself  have  just  prepared 
a  joint  statement,  and  then  Joe  went  back  and  felt  that  he  should 
la}^  a  kind  of  predicate  before  the  committee  as  to  the  factual  basis 
of  some  of  the  activities  in  Bexar  County,  Tex.,  the  geographic 
situs  of  most  of  the  actions  that  the  panel  was  involved  in  that  is 
presently  before  the  committee. 
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And  if  I  might,  I  would  at  this  time  like  to  read  our  joint  state- 
ment and  then  at  the  termination  of  that  joint  statement  I  have 
some  documents  I  would  like  to  present  into  evidence  for  the  com- 
mittee. 

It  is  a  fact  of  modern  life  that  adequate  medical  care  is  a  neces- 
sity; yet,  the  necessity  is  clearly  beyond  the  means  of  many  individ- 
uals. 

For  the  affluent  whose  choice  is  not  limited  by  cost,  personal  pref- 
erence is  dispositive.  But  for  the  medically  indigent — that  is  those 
people,  a  general  class  who  cannot  afford  adequate  medical  care, 
poor  i:)eople  being  a  subclass  of  this  general  class — their  choice  is 
limited  to  whatever  doctor  will  do  an  act  of  charity  or  whichever 
institution  can  find  the  time  and  space  to  minister  to  their  needs. 

Similarly,  those  who  are  neither  rich  nor  poor — the  clerk  in  the 
store,  the  union  member,  the  postman — still  find  the  cost  of  pur- 
chasing these  vital  necessities  an  onerous  burden  on  the  family 
budget. 

A  serious,  protracted  illness  ofttimes  imposes  on  a  family  a  debt 
that  requires  many  years  to  pay  oif. 

At  the  outset,  a  clear  distinction  must  be  drawn  between  the  two 
basic  components  that  comprise  the  health  and  medical  care  in- 
dustry; that  is,  the  art  of  healing  and  the  financial  arrangements 
whereby  the  medical  consumer  purchases  these  vital  services. 

Parenthetically,  I  would  just  like  to  add  a  point  that  looking  at  it 
in  terms  of  an  industry  is  critical  because  there  are  consumers  and 
there  are  providers,  and,  unfortunately,  once  again,  parenthetically, 
it  is  the  type  of  industry  because  it  is  a  profession. 

People  don't  look  at  that  as  that  type  of  system.  They  see  there 
are  doctors  and  patients.  And  I  think  it  is  healthy  in  this  con- 
text, an  antitrust  context,  to  look  at  it  as  consumers  and  providers. 

Now.  the  art  of  healing  is,  generally  speaking,  a  systematic  body 
of  techniques  and  skills  that  are  used  in  the  diagnosis,  treatment, 
and  prevention  of  human  illness. 

The  financial  arrangements  whereby  a  medical  consumer  pur- 
chases health  and  medical  care  is,  generally  speaking,  the  dollar  and 
cents  arrangement  between  the  medical  consumer  and  the  medical 
doctor  whereby  the  doctor  is  paid  for  his  services. 

This  distinction  is  important  because,  as  will  later  become  ap- 
parent, they  are  not  so  integrally  related  that  to  disturb  one  auto- 
matically disrupt  the  other. 

There  is  no  quarrel  with  the  notion  that  the  State  regulation  of  the 
first  component  of  the  medical  profession,  the  art  of  healing,  re- 
quires strict  State  scrutiny  in  all  its  various  forms,  including  but 
not  limited  to  the  fitness  of  an  individual  to  practice  medicine,  the 
sanctity  of  the  doctor-patient  relationship,  and  the  various  testing 
procedures  States  use  to  insure  medical  competency  of  the  individual 
practitioner. 

In  fact,  the  State  has  an  extremely  strong  interest  in  guarantee- 
ing to  its  citizenry  that  only  the  highest  and  best  qualified  individ- 
uals dispense  the  action  health  and  medical  services. 

It  should,  however,  be  stated  that  the  intei-est  which  the  State 
protects  when  it  restricts  the  second  component  of  the  health  and 
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medical  care  industry,  the  manner  in  which  an  individual  pays  for 
health  and  medical  care,  is  not  the  same  as  the  competency  of  those 
who  actually  treat  people. 

In  effect,  the  State  by  restricting  the  kinds  of  financial  arrange- 
ments a  medical  consumer  may  use,  may  decrease  available  services, 
increase  costs,  and  invest  associations  of  medical  doctors  with  a  law- 
given  monopoly. 

My  own  personal  knowledge  is  limited  to  the  State  of  Texas  and 
I  have,  in  the  course  of  litigation  and  as  an  attorney  generally  in- 
terested in  the  welfare  of  a  specific  client  community,  seen  the 
almost  evil  use  of  such  untrammelled  monopolistic  power  vested  in 
private  special  intei-est  groups. 

Basically,  the  situation  in  San  Antonio,  Tex.,  in  November  of 
1071  as  reflected  in  a  letter  circulated  to  medical  doctors  in  Bexar 
County  can  be  summarized  as  follows : 

The  political  medicine  men  after  assessing  President  Nixon's 
so-called  health  strategy  were  nervous  that  the  Government  and/or 
private  industry  might  attempt  to  implement  and  organize  health 
maintenance  organizations. 

In  fact,  the  medical  association  stated: 

The  Bexar  County  Medical  Association  considered  that  the  inclusion  of 
either  the  government  or  private  industry  in  an  undertaking  of  this  magnitude 
will  indeed  be  deleterious  to  the  principles  of  the  practice  of  medicine,  not  only 
from  the  economical  point  of  view  but  from  the  decreasing  role  of  the  doctors 
in  administering  and  controlling  their  own  destiny. 

The  Bexar  County  Medical  Society,  in  response  to  this  economic 
threat,  formed  with  the  aid  of  taxpayers  money  the  so-called  Bexar 
County  Medical  Foundation. 

Its  a))parent  purpose.  I  think  open  and  obvious  from  the  above 
cited  letter,  was  to  create  a  structure  which  would  guarantee  the 
political  medicine  men  conti'ol  over  the  delivery  of  healtli  and  medical 
services  to  the  exclusion  of  the  private,  nondoctor  controlled  groups. 

From  the  outset,  the  so-called  Bexar  County  Medical  Foundation 
attempted  to  create  the  facade  of  a  great  public  work  vitally  con- 
cerned with  the  welfare  of  the  medically  indigent. 

In  fact,  Bernard  Eappaport,  the  director  of  the  Bexar  County 
Medical  Foundation,  trumpeted  on  January  6,  1972;  '"A  main  part 
of  the  program  involves  care  for  the  medically  indigent." 

Unfortunately,  on  May  5,  1972.  the  trumpet  was  muted  and  the 
truth  made  known.  Rappaport  simply  stated :  "There  is  no  way 
of  including  the  indigent  in  any  such  program." 

In  effect,  the  so-called  Bexar  County  Medical  Foundation,  which 
we  taxpayers  had  subsidized  with  about  $250,000  in  startup  money, 
would  be  simply,  another  quasi-insurance  scheme  for  those  who  could 
afford  it. 

Certain  people  still  believing  that  poor  folks  are  entitled  to  some 
money  and  health  care  as  well  as  rich  political  medicine  men  at- 
tempted to  form  an  analog  to  the  Bexar  County  Medical  Founda- 
tion. 

Senator  Joe  J.  Bernal  was  the  moving  force  behind  it.  The  con- 
cept: Simple;  a  nonprofit  health  care  cooperative  to  hire  salaried 
physicians  who  would  dispense  prepaid  health  care  to.  as  it  said  in 
Spanish,  "el  pobre  de  la  tierra."  the  poor  people  of  the  land. 
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The  corporate  charter  of  the  San  Antonio  Community  Health 
Maintenance  Association  was  duly  prepared  and  forwarded  to  the 
secretary  of  state's  office  where  it  was  rejected  on  the  grounds  that 
none  of  the  incorporators  were  licensed,  practicing  members  of  the 
Texas  medical  profession. 

The  Texas  statute  involved,  4509a  of  Vernons  Texas  Civil  Statutes, 
requires  as  well  that  all  members  of  the  board  of  directors  of  any 
such  nonprofit  health  care  corporation  also  must  be  licensed,  prac- 
ticing, members  of  the  Texas  medical  profession. 

Parenthetically,  I  might  add  that  practicing  means  a  minimum  of 
5  years'  practicing  medicine  in  the  State  of  Texas. 

The  practical  effect  of  such  restrictive  legislation  is  to  preclude 
laymen  providing  to  themselves  and  their  families  health  and  med- 
ical care  that  the  political  medicine  men  want  a  fee  for  service  for. 

If  ever  there  was  a  need  for  free  marketplace  it  is  in  this  area, 
because  organized  medicine,  at  least  in  Bexar  County,  Tex.,  is  more 
worried  about  dollars  than  the  health  needs  of  the  community. 

I  think  it  is  not  unfair  to  state  that  after  promising  the  medically 
indigent  inclusion  in  the  so-called  Bexar  County  Medical  Foundation 
and  then  reneging,  that  the  political  medicine  men  in  Bexas  County 
practice  more  hypocrisy  than  Hypprocrates. 

And  I  have  prepared  for  the  committee  a  chronological  document 
consisting  of  numerous  press  clippings,  also  the  document  I  referred 
to,  the  Bexar  County  Medical  Foundation,  that  went  out  in  1971, 
wherein  they  state  more  or  less  unequivocally  that  the  purpose  of  the 
Bexar  Coimty  Medical  Foundation  is  to  control  their  own  destiny. 

I  would  also  like  to  read,  if  I  may,  from  this. 

Senator  Hart.  Let  me  indicate  that,  subject  to  staff  check,  we  will 
make  them  a  part  of  the  record. 

INIr.  Mexdelsox.  Fine.  I  also  have  a  couple  of — I  think  it  is  im- 
portant because  it  does  go  to  the  antitrust  ramifications  of  what  the 
Bexar  County  Medical  Foundation  is  about. 

They  allude  to — well,  I  would  read  this  and  then  go  back. 

Senator  Hart.  From  what  are  you  reading  now? 

Mr.  Mexdelsox".  For  the  record,  this  is  a  publication,  a  letter  cir- 
culated by  the  Bear  County  Medical  Foundation,  202  West  French 
Place,  San  Antonio,  Tex. 

[See  exhibit  4  at  the  end  of  this  panel's  oral  testimony.] 

Mr.  Mexdelsox.  This  went  out  in  November,  I  believe,  of  1971  to 
all  tlie  members  of  the  Bexar  County  Medical  Society.  It  opens  by 
referring  to  President  Nixon's  health  care  strategy  and  then  goes  on 
to  state  that  when  President  Nixon  made  public  this  strategy  he  did 
not  specify  the  vehicle  or  vehicles  to  implement  this  strategy,  de- 
liberately leaving  open  the  possibility  that  anyone  who  wanted  to 
undertake  a  program  with  these  principles  in  mind  could  do  so. 

Obviously,  these  principles  can  be  carried  out  by  three  types  of 
organizations :  the  Government,  private  enterprise  industry,  the 
doctors. 

The  Bexar  County  Medical  Society  considered  that  the  inclusion 
of  either  the  Government  or  private  industry  in  an  undertaking  of 
this  magnitude  will  indeed  be  dilatory  to  the  principles  and  prac- 
tice of  medicine,  not  only  from  the  economical  point  of  view  but 
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from  the  decreasing  role  of  doctors  administering  their  own  destiny. 
Now,  they  go  on  in  a  couple  more  filler  paragraphs  and  they 
conchide : 

We  would  like  to  ask  you  to  become  familiar  with  the  steps  we  have  taken 
in  order  to  preserve  our  dear  principles.  Certainly  this  is  the  main  purpose 
of  this  organization. 

The  Bexar  County  Medical  Foundation  will  permit  carrying  out  the  concepts 
expressed  in  the  Presidential  message  and  at  the  same  time  keep  the  control 
of  the  practice  of  medicine  where  it  belongs  "among  the  doctors." 

Not  only  that,  but  it  will  permit  and  defend  freedom  of  choice  of  doctors 
and  patients  and  the  principle  of  fee  for  service. 

I  would  also  like  to  submit  in  evidence,  a  letter  from  Sam  V. 
Stone  on  stationery  of  the  Texas  State  Board  of  Medical  Examiners 
to  a  Mr.  Joe  De  Los  Santos,  executive  director  of  the  Hidalgo 
County  Health  Care  Corp.,  Edinburg,  Tex. 

The  import  of  the  letter  is  Mr.  De  Los  Santos  atttempted  to  re- 
ceive some  information  for  formation  of  a  nonprofit  health  care 
corporation  under  the  laws  of  the  State  of  Texas,  and  he  received 
in  response  pretty  much  the  stock  position  of  the  State  board  of 
medical  examiners,  saying  that  you  must  have  licensed  doctors. 

Appended  thereto  is"^  article  4569a  of  the  Texas  annotated  statutes. 
It  is  interesting  to  note  that  the  statute  was  passed  in  1971. 

[The  letter  and  article  4509a  appear  as  exhibit  5  at  the  end  of 
this  panel's  testimony.] 

Mr.  ]\Iendelson.  I  see  it  obviously  as  a  means  of  controlling  health 
and  medical  care.  I  would  also  like  to  enter  into  evidence  a  copy  of 
the  Medical  World  News. 

It  deals  specifically  with  the  concept— there  is  an  article  in  here, 
page  47,  a  "Bid  fo/  Independence — Foundations  for  Medical  Care 
as  a  Vehicle." 

"Can  doctors  escape  the  sway  of  bureaucrats,  consumers,  and  in- 
surers?" 

It  is  a  very  enlightening  article. 

[See  exhibit  6  at  the  end  of  this  panel's  testimony.] 

Mr.  jNIendelson.  I  would  also  like  to  relay  a  letter  sent  by  the 
then-president  of  the  Texas  Medical  Association,  James  PI.  Sammons, 
M.D.,  wherein,  he  objects  to  the  inclusion  of  certain  Federal  em- 
ployees in  a  benefits  program  that  would,  in  a  sense,  pennit  Federal 
employees  to  partictipate  in  group  medical  programs. 

[See  exhibit  7  at  the  end  of  this  panel's  testimony.] 

Mr.  Mendelson.  And  I  now  would  also  like  to  enter  into  the 
record  of  this  committee  a  copy  of  "Foundations  for  Medical 
Care,''  produced  by  the  National  Association  of  Blue  Shield  Plans. 

[See  exhibit  8  at  the  end  of  this  panel's  testimony.] 

Mr,  Mendelsox,  What  more  fitting  place  to  find  a  philosophy 
but  out  of  their  own  publication?  And  I  just  would  like  to  read  this 
one  sentence. 

And  it  sums  up  very  aptly  the  purpose  of  foundations  for 
medical   care. 

"Foundations  for  medical  care  were  originally  formed  in  the 
1950's  by  a  number  of  county  medical  societies  in  California  when 
physicians  became  alarmed  about  the  spread  of  closed  panel  group 
practice  by  Kaiser  Permanete  Health  Plans." 
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Now,  some  concepts  are  closed  panel  and  open  panel,  but  essen- 
tially what  the  doctors  did  was,  in  order  to  continue  their  control 
over  the  second  component  of  health  and  medical  care,  they  created 
their  own  foundations,  and  they  did  it  with  the  concept  that  you 
pay  a  fee  for  service  as  opposed  to  a  prepayment  where  you  make 
one  payment  to  Kaiser  Permanete  that  entitles  you  to  unlimited 
health  and  medical  care. 

And  that  about  finishes  my  presentation.  Thank  you. 

Senator  Hart.  Thank  you,  Air.  Mendelson. 

Senator  Hart.  Dr.  Pannill? 

Dr.  Pannill.  Mr.  Chairman,  members  of  the  committee,  I  am  Dr. 
F.  Carter  Pannill,  appearing  before  the  committee  as  a  private 
citizen  not  representing  any  organization  and  at  the  invitation  of 
the  staff  members  of  the  committee. 

Senator  Hart.  Doctor,  let  me  interrupt.  There  are  biographical 
summaries  of  several  of  our  witnesses,  including  of  you,  and  I  would 
ask  that  the  biogi-aphies  be  printed  in  the  record  so  the  reader  of 
the  record  will  be  aware  of  the  backgrounds. 

[See  exhibit  9  at  the  end  of  this  panel's  testimony.] 

Dr.  Pannill.  I  would  like  to  make  some  introductory  remarks, 
Mr.  Chairman,  and,  if  it  is  your  pleasure,  answer  any  questions  that 
you  might  wish  to  direct  to  me. 

I  have  been  involved  in  medical  education  for  the  majority  of 
my  professional  career  and  have  felt  that  there  are  many  challenges 
which  have  been  presented  to  the  medical  profession. 

I  have  practiced  medicine  for  a  substantial  segment  of  my  activ- 
ity, also  practiced  in  the  State  of  Texas,  and  have  been  able  to 
observe  some  situations  which  have  colored  my  subsequent  activities 
as  an  administrator. 

It  has  been  my  belief  that,  essentially,  America  has  been  and 
will  continue  to  be  a  pluralistic  society  and  there  should  be  in  no 
segment  of  our  life  as  a  community,  as  individuals,  any  imposition 
of  signal  channels  of  activity  for  the  provision  of  any  goods,  serv- 
ices, or  other   requisites  of  normal   life. 

I  think  this  applies  equally  to  the  provision  of  health  care  and 
medical  services,  and  it  has  been  my  contention  as  an  educator  that 
the  physicians  who  are  being  educated  at  the  present  time  should  have 
broad  access  to  a  number  of  different  means  of  provision  of  health 
care. 

The  time  honored  and  tested  fee-for-service  provision  of  medical 
care  has  been  present  in  the  world  for  a  number  of  years  and  in 
our  society  since  the  inception  of  the  Republic. 

It  has  inevitable  advantages  for  some  persons  and  inevitable 
disadvantages  for  others.  Some  of  these  have  been  annotated  for 
the  committee's  inspection  today. 

The  concepts  of  other  forms  of  delivery  of  services  as  well  as  the 
payment  for  the  delivery  of  these  services  has  matured  in  the  past 
several  years  in  a  number  of  different  ways.  Also  some  of  these 
liave  been  exposed  for  scrutiny  this  morninc:. 

The  prepaid  health  care  concept  originated  about  25  or  30  years 
ago  in  this  Nation  and  has  been  tested  in  various  places  throughout 
the  country. 
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It  is  good  for  some.  It  is  not  good  for  otliers.  During  past  years, 
particularly,  health  care  as  the  benefit  of  employment  has  been  a 
subject  of  negotiation  by  various  persons  who  are  negotiating  con- 
tracts of  management  and  labor  relations. 

And  under  these  circumstances,  the  third  party  pays  for  the 
services  which  is  considered  to  be  a  portion  of  the  employment  con- 
tract for  specific  individuals. 

As  we  progress  into  the  last  quarter  of  this  century,  it  is  my  belief 
that  we  wilt  be  encountering  a  number  of  different  experimental 
models,  and,  that  as  a  society,  we  probably  will  not  specifically 
develop  any  one  which  will  support  all  of  our  needs. 

Many  must  be  considered  and  many  must  be  applied.  The  health- 
iest relationship  that  I've  been  able  to  determine  during  the  course 
of  the  past  several  years  is  the  question  of  progressively  increased 
involvement  of  the  so-called  consumer. 

I  object  a  little  bit  to  the  category  of  provider  and  consumer 
because  it  tends  to  indicate  that  some  commodity  is  involved,  and  it 
is  difficult  to  look  on  health  care  as  an  actual  commodity. 

However,  the  nomenclature  is  in  our  language  now  and  the 
consumer's  involvement  indicating  what  he  expects  from  his  system 
of  health  care  has  matured  and  has  produced  a  responsible  genera- 
tion of  persons  who  are  expressing  themselves  in  a  realistic  sense 
throughout   the   Nation. 

It  IS  further  my  belief  that  in  the  context  of  the  subject  for  to- 
day's discussion  it  might  be  appropriate  for  some  indications  to  be 
given  of  the  actual  background  of  the  involvement  of  the  institution 
which  I  previously  represented  in  this  controversy. 

In  the  development  of  the  concepts  which  I  have  just  outlined — 
that  is,  that  an  educational  institution  essentially  should  provide 
exposure  and  access  to  a  number  of  different  methods  of  health 
care  delivery — it  has  been  my  opinion  that,  perhaps,  it  might  be 
useful  to  establish  small  models  that  would  demonstrate  this  under 
numerous  circumstances. 

Many  medical  schools  assign  medical  students  to  physicians'  of- 
fices, and  this  is  a  helpful  and  meritorious  experience  for  them, 
exposing  them  to  one  level  of  activity. 

Most  of  the  committee  memliers  know  that  the  traditional  teach- 
ing is  done  in  the  so-called  indigent  hospitals,  the  large  metropoli- 
tan and  municipality  supported  hospitals  which  exist  around  our 
Nation,  and.  in  which  circumstance,  health  care  is  delivered  under 
less-than-optimum  circumstances. 

It  has  been  my  intention  to  establish  a  smaller  model  of  the  de- 
livery of  health  care  utilizing  certain  allied  health  professionals 
who  work  by  and  with  the  physicians  w^ho  were  faculty  members 
in  providing'  care  to  a  small  segment  of  the  population  in  Bexar 
County. 

This  revolves  about  a  model  which  I  can  describe  briefly  if  time 
permits. 

Essentially,  there  have  been  many,  many  comments  made  over 
the  past  several  years  that  there  are  not  enough  physicians  to 
serve  the  needs  of  our  Nation. 

I  feel  that  this  is  partially  true,  but  that  the  most  important 
part  is  the  question  of  the  utilization  of  physician  services  in  pro- 
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vidino;  activity  which  can  be  done  by  others,  thereby  reserviniy  his 
time  for  the  more  sophisticated  skills  which  only  a  physician  can 
apply  in  the  delivery  of  health  services. 

Consequently,  my  faculty  and  I  developed  a  model  of  a  clinic 
which  utilized  persons  we  call  health  care  counselors  in  the  delivery 
of  health  services. 

These  were  persons  who  were  not  physicians.  They  happen  to 
have  been  in  the  environment  in  Bexar  County,  persons  who  are 
educated  in  the  military  service  as  corpsmen  in  the  medical  corps. 

It  so  happened  that  because  of  the  unique  requirements  in  Bexar 
County  these  persons  were  bilintjual  and  were  able  to  relate  to  the 
large  Spanish-speaking  population,  and  it  also  so  happens  that 
upon  discharge  from  the  military  service  there  was  no  avenue  for  the 
professional  involvement  of  their  skills  as  physicians. 

There  was  no  licensure  at  that  time  that  would  permit  them  to 
become  active  as  physician's  assistants  or  physician  extenders. 

And  we  felt  that  this  would  be  an  opportunity  to  establish  a 
model.  Each  of  these  health  care  counselors  was  assigned  a  panel 
of  100  families. 

It  was  his  obligation  to  enter  the  home  of  these  families,  to 
inventory  the  met  and  unmet  medical  needs,  to  schedule  visits  on 
the  part  of  the  family  members  by  appointment  to  the  centrally 
located  clinic,  and  there  to  perform  under  carefully  controlled  con- 
ditions a  history  of  illness,  a  physical  examination,  and  to  start  with 
the  necessary  laboratory  and  X-ray  work  which  should  be  a  part 
of  any  diagnostic  survey. 

The  physician,  in  this  instance,  had  five  of  these  health  care 
counselors  assigned  to  him.  Therefore,  the  physician  was  ultimately 
responsible  for  the  care  of  500  families. 

In  virtue  of  the  time  flow  these  persons,  I  indicated,  had  received 
the  type  of  care  never  before  available  to  them. 

It  was  by  appointment  at  their  convenience.  It  was  established  in 
an  area  that  was  reasonably  accessible  and  provided  in  a  vehicle 
where  their  language  w^as  not  a  barrier  to  the  understanding  of  their 
care. 

As  the  model  matured,  we  were  able  to  demonstrate  that  the 
effective  utilization  of  the  physician  services  was  expanded  by  a 
factor  of  5,  and  utilizing  in  rough  figures  the  busiest  of  busy 
primary  care  physicians  who  can  see,  himself,  35  to  40  patients  in  a 
day  is  working  at  a  tremendously  frenetic  pace. 

JBy  the  utilization  of  these  pereons,  these  health  care  counselors,  we 
were  able  to  demonstrate  that  effortlessly  the  family  physician  could 
accomplish  quality  primary  care  for  these  families  to  the  extent 
of  seeing  180  to  200  persons  a  day. 

Obviously,  his  encounter  will  be  brief  with  many  of  these,  but 
reliance  on  the  skills  of  another  whose  skills  have  been  appropriately 
tested  and  were  being  supervised,  we  felt  that  the  delivery  of  care 
was  made  that  much  more  efficient. 

This  project  was  originally  funded  by  a  grant  which  was  pro- 
vided by  the  then  Office  of  Economic  Oppoitunity,  and  under  the 
terms  of  negotiation  with  the  Office  of  Economic  Opportunity  it 
became  necessary  to  obtain  approval  from  the  local  county  medical 
society  before  the  grant  would  be  funded. 
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A  period  of  some  time  ensued  durino;  which  some  strenuous  ob- 
jections on  the  part  of  some  members  of  the  society  to  the  delivery 
of  care  at  this  level  by  nonphysicians  were  expressed. 

Mr.  Chairman,  I  would  like  to  state  quite  emphatically  that  under 
no  condition  should  anyone  interpret  my  remarks  as  being  inclusive 
of  all  members  of  the  society.  The  Bexar  County  Medical  Society 
has  somewhat  over  a  1,000  members. 

There  are  many,  many  fine  physicians,  persons  whom  I  consider  to 
be  close  personal  friends  among  this  number  and  persons  on  whom 
I  could  rely  for  any  support. 

Some  persons  in  the  organization  were  less  supportive  of  activ- 
ities, but  over  the  course  of  several  months  of  heated  debate  and 
negotiation  this  issue  finally  came  to  a  floor  vote  of  the  society  as  to 
whether  this  project  should  be  supported  or  not. 

It  would  be  important  for  the  committee  to  know  that  a  general 
meeting  of  the  society  could  attract  somewhat  less  than  200  members 
out  of  a  membership  of  1,000  on  an  ordinary  occasion,  sometimes 
somewhat  less. 

At  the  time  of  this  vote,  where  it  was  of  deep  concern  to  me,  we 
made  a  substantial  effort  to  attract  a  larger  number  of  persons, 
naturally,  those  who  would  support  this  when  it  came  to  a  floor 
vote,  and  were  able  to  actually  have  in  attendance  at  that  time 
slightly  over  300  members  of  the  society. 

^\Tien  the  subject  was  brought  to  vote,  after  the  negative  expres- 
sions had  been  made,  the  issue  was  carried,  and  it  was  carried  by  a 
substantial  majority  so  that  we  were  able  to  fund  the  project  and 
progress  with  its  implementation. 

I  might  add  that  subsequently  this  project  has  matured  into 
becoming  a  department  of  family  medicine,  and  is  now  the  key- 
stone for  the  provision  of  primary  care  physicians  from  the  Uni- 
versity of  Texas  Medical  School  in  San  Antonio. 

I  mention  it  in  this  context  to  indicate  that  innovation  is  the 
keystone  of  any  improvement  at  any  segment  of  our  society,  and 
as  we  progress  through  our  own  recitation  of  the  mistakes  of  our 
past,  we  need  to  be  openminded  enough  to  provide  the  vehicles  for 
the  innovation. 

I  am  most  supportive  of  the  activities  of  this  committee.  I  feel, 
as  I  indicated  in  my  opening  remarks,  that  unless  Americans  can 
develop  a  pluralistic  approach  to  the  solution  of  the  problems 
of  health  care  delivery  we  are  doomed  to  failure  in  the  execution  of 
these. 

Thank  you,  Mr.  Chairman. 

Senator  Hart.  Thank  you  very  much. 

If  my  arithmetic  is  correct,  looking  at  your  biography,  you 
acted  as  a  doctor  in  Texas  for  a  period  of  25  years. 

Dr.  Panxill.  Six  years  as  a  practicing  physician,  25  years  as  a 
professional  in  a  variety  of  assignments;  yes,  sir. 

Senator  Hart.  As  a  professor  of  medicine  and  later  dean  of  the 
medical  school? 

Dr.  Pannill.  Yes,  sir. 

Senator  Hart.  Now  the  last  of  our  witnesses  has  joined  us.  We 
welcome  Dr.  Walter  Faggett,  who  is  chairman  of  the  board  of  Bexar 
County  Anemia  Association,  a  practitioner  in  San  Antonio,  Tex. 
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Dr.  Faggett.  Thank  you,  Senator  Hart,  and  members  of  the  com- 
mittee. It  was  close. 

I  am  the  chief  of  adolescent  medicine  at  Brooke  Army  Medical 
Center,  and  clinical  instructor  in  pediatrics  at  the  University  of 
Texas  Medical  School  at  San  Antonio. 

I  am  speaking  today  as  vice  president  of  Health,  Inc.,  a  consumer 
oriented  group  in  San  Antonio. 

I  am  a  member  of  the  D.C.  Medical  Society,  the  San  Antonio 
Pediatric  Society,  and  I  am  chairman  of  the  board  of  the  Bexar 
County  Anemia  Association,  another  consumer  oriented  health  pro- 
gram dealing  with  the  anemias. 

I  am  accompanied  by  Ed  Dixon,  J.D.,  a  health  law  specialist; 
and  my  attorney,  Mrs.  Marion  B.  Phillips  of  Washington,  D.C, 
who  assisted  me  in  preparing  my  testimony. 

I  am  tCvStifying  today  as  a  pediatrician  concerned  about  changing 
the  climate  of  fear  and  elitism  so  evident  in  our  health  care  de- 
livery system  at  present. 

I  believe  firmly  that  health  care  is  a  basic  and  necessary  human 
right. 

In  the  written  testimony  which  you  have  before  you  there  is  a  copy 
of  my  speech  at  the  graduation  at  the  University  of  Michigan  in 
1968  in  which  I  addressed  further  this  area. 

[See  exhibit  10  for  Dr.  Faggett 's  prepared  statement.] 

My  concern  is  that  as  a  young  pediatrician  I  can  improve  the 
health  system  and  climate  in  which  I  take  care  of  children. 

It  is  interesting  that  I  am  probably  at  risk  at  my  young  profes- 
sional stage  in  coming  to  testify.  It  is  interesting  that  I  could  not 
obtain  statements  from  private  practitioners  in  the  city  of  San 
Antonio  to  bring  with  me.  I  tried  to  get  definite  statements  regarding 
]3roblems  which  private   practitioners  face. 

I  was  told  that  fear  of  reprisals  such  as  a  decrease  in  the  number 
of  referrals,  et  cetera,  made  it  impossible  and  impractical  for  other 
physicians  in  the  city  of  San  Antonio  to  let  me  bring  statements  to 
you.  Senator  Hart. 

But  I  think  all  of  us  go  into  medicine  with  a  certain  degree  of 
idealism  and  humanitarian  goals.  In  medical  school,  however,  a 
dehumanizing  process  takes  place,  as  the  business  aspects  of  medicine 
are  increasingly  emphasized. 

One  is  encouraged  to  be  less  idealistic  and  more  materialistic  in 
one's  approach,  and  the  resultant  attitude  which  the  private  prac- 
titioner tends  to  bring  to  a  noncompetitive,  regulated  or  a  restruc- 
tured competitive  market  too  often  disregards  the  needs  of  the 
consumer. 

I  have  benefitted  greatly  from  my  personal  exposure  to  the  prob- 
lems of  uninformed  consumers,  such  as  welfare  recipients,  urban 
poor,  and  others,  such  as  described  in  Mr.  Wallace's  statement — Bill 
Wallace,  a  consumer  representative  of  the  Bexar  County  Association 
of  San  Antonio,  Tex.  You  have  his  statement  before  you  also. 

There  is  a  need,  a  great  need  for  greater  consumer  education  and 
input  in  developing  a  sensitive  quality  health  care  system. 

Uninformed,  defenseless  consumers  are  dying  daily  from  prevent- 
able complications  due  to  the  absence  of  sufficient  regulatory  mech- 
anisms in  certain  protected  health  institutions. 
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Senator  Kennedy  might  be  interested  in  a  representative  case  in 
1972  in  Boston  which  demonstrates  clearly  how  institutions  of  high 
repute  practice  benign  neglect  on  welfare  recipient  patients. 

A  10-year-old  son  was  left  motherless  by  the  negligent,  insensitive, 
class-oriented  lack  of  care,  complicated  by  human  experimentation 
and  the  denial  of  dignity,  even  in  death,  perpetrated  by  the  elite 
house  staff  of  a  very  prestigious  institution  in  the  city  of  Boston. 

Most  patients  in  her  position  are  at  risk  with  every  hospitalization. 

We  should  require  that  the  primary  responsible  physician  have 
some  humanistic  respect  for  the  quality  of  human  life  to  prevent  the 
countless  and  senseless  loss  of  life,  not  to  mention  dignity  of  our 
less  fortunate  fellow  human  beings. 

Any  system  that  is  designed  to  deliver  health  care  should  sep- 
arate conceptually  the  well-being  of  human  beings  from  the  profit- 
motivated  industries,  vis-a-vis  oil,  steel,  automotive,  and  drug 
industries. 

Physicians,  such  as  Drs.  Steinfield,  Pannil,  and  others,  who  appear 
concerned  about  the  total  well-being  of  their  patients  are  often  ques- 
tioned and  denigrated  about  their  positions,  and  held  suspect  by 
their  colleagues. 

That  type  of  concern  for  the  consumer  by  physicians  is  contrary 
to  the  recommended  empathetic  approach  one  is  taught  in  medical 
school. 

It  appears  irrelevant  to  ascending  to  an  ivory  tower  of  medical 
excellence. 

Dr.  William  N.  Hubbard,  dean  of  the  University  of  Michigan 
Medical  School,  1965-70,  and  presently  executive  vice  president  of 
the  Upjohn  Co.,  helped  me  to  maintain  the  morality  and  conviction 
of  my  beliefs  and  could  comment  much  more  eloquently  than  I  on  the 
moral  responsibilities  of  a  physician  in  the  updated  Hippocratic, 
rather  than  hypocritical,  sense. 

I  think  we  have,  however,  probably  overemphasized  the  role  of 
the  physician's  fees  in  terms  of  cost  of  medical  care  and  secondary 
to  that,  financial  barriers  of  the  consumer  to  entering  the  health  care 
delivery  system. 

It  would  appear  that  any  antitrust  regulatory  mechanism  might 
better  be  directed  toward  the  secondary  zone  of  care,  which  would 
be  the  hospitals.  This  is  the  physician's  workshop,  and  lends  itself 
well  to  regulation. 

I  am  told  that  I  have  a  short  period  of  time,  so  I  will  refer  the 
committee  to  my  testimony  regarding  this  point. 

I  might  add  that  any  regulation,  or  any  efforts,  to  improve  the 
quality  of  care  rendered  should  not  be  discriminatory  as  far  as  the 
hospital  systems  are  concerned. 

There  should  be  a  sensitive  analysis  and  an  objective  decision 
made. 

I  have  included  some  of  the  guidelines  from  the  Texas  State 
Board  of  Insurance  in  the  appendix  of  my  testimony. 

Not  knowing  too  much  about  antitrust  legislation  I,  personally, 
am  concerned  that  somebody  provides  enforceable  regulation  so 
that  I  as  a  practicing  pediatrician  can  be  a  patient  advocate,  and 
receive  significant  input  from  consumers. 
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I  think,  in  summary,  and  this  is  supported  in  my  written  testi- 
mony before  you  as  well  as  the  addendum,  the  new  HMO  legisla- 
tion does  not  appear  to  provide  adequate  safeguards  for  significant 
consumer  input.  I  am  sure  you  have  had  it  clearly  demonstrated 
in  the  city  of  San  Antonio  by  other  witnesses. 

The  industrial  model  appears  to  continue  the  profit  motivated 
interests  to  the  detriment  of  quality  of  life  for  consumer  participants 
able  to  overcome  the  financial  barriers  to  entry;  that  is,  the  med- 
ically indigent  appear  to  be  excluded  in  the  very  law  itself. 

Some  recommendations  from  my  personal  viewpoint  would  be : 

Number  one,  a  process  should  be  provided  to  assure  that  direct 
funding  of  community  physicians  to  design  and  structure  HMO's 
with  representative  consumer  involvement  should  be  obtained  with- 
out constraining  sign-off  authority  by  intermediary  organizations. 

Again,  I  think  San  Antonio  probably  provides  a  good  model  of 
what  can  happen  if  you  don't  liave  this.  Two,  legislation  must  be 
reviewed  to  avoid  restrictions  relative  to  consumers. 

Number  three,  research  and  development  programs  should  be 
staffed  by  young  physicians  from  the  barrio,  ghetto,  and  other 
underserved  areas,  rather  than  traditional  institutional  overseeing. 

Number  four,  organized  medicine  should  be  encouraged  to  dispel 
the  climate  of  fear  of  change  and  to  work  more  constructively  in 
concert  with  informed  consumers  in  providing  health  care  for  all. 
Thank  you. 

Senator  Hart.  Thank  you.  Doctor. 

I  am  still  leafing  through  the  statement. 

Prior  to  your  joining  us  we  directed  that  the  prepared  statements 
be  printed  in  the  record  if  not  spoken  in  full. 

Dr.  Faggett.  Thank  you. 

Senator  Hart.  Let  me,  in  a  sense,  express  the  unease  that  the 
lay  person  has  in  hearing  the  suggestion  that  some  of  you  have  made 
that  the  medical  profession  has  its  thumb  on  the  flow  of  services. 
To  be  more  precise,  right  or  wrong,  the  lay  person  believes  that  it 
takes  a  doctor  to  know  how  to  make  him  better  and  to  keep  him 
healthy. 

You  are  suggesting,  many  of  you  in  your  testimony  are  suggesting, 
that  they  shouldn't  be  able  to  veto  new  imaginative  hospitals,  health 
care  centers,  as,  for  example,  the  requirement  that  all  members  of 
the  board  of  directors  be  licensed  physicians. 

Here  is  my  point :  How  can  you  be  sure  that  the  imaginative  new 
programs,  unless  the  professional  doctor  is  there  to  make  ultimate 
judgment  as  to  whether  they  do  or  don't  advance  health,  will  serve 
the  public? 

I  should  explain,  before  you  answer  the  question,  I  share  your 
frustration  and  I  sense  that  there  is  an  inhibition  far  beyond  public 
health  need  and  justification,  but  how  do  you  respond  to  this  prop- 
osition that  unless  the  doctor  has  a  thumb  on  everything  that  some 
well-meaning  nonphysician  is  going  to  kill  us? 

Mr.  Mendelson.  Senator,  could  I  respond  to  that? 

Senator  Hart.  Yes. 

Mr.  Mendelson.  I  think  that,  you  know,  at  least  my  position,  and 
I  think  everybody's   position,  Mickey   Leland's   and   Joe   Bernal's, 
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nobody  is  suggesting  that  anyone  other  than  licensed  medical  prac- 
titioners do  the  healing,  and  I  think  the  distinction  we  were  trying 
to  put  across  was,  on  the  one  hand  you  have  that — ^that  is  the  art  of 
healing,  that  is  their  baliwick. 

We  suggest,  at  least  I  feel,  that  there  are  alternative  modes  that 
can  be  developed,  that  can,  for  example,  put  laymen  in  a  position 
to  sit  on  the  board  of  directors,  and  say,  "Look  in  the  Chicano  com- 
munity in  Bexar  County,  Tex.,  we  had  a  diptheria  epidemic.  Maybe 
we  should  have  diptheria  shots."  Bexar  County,  Tex.,  has  the 
highest  polio  rate  in  the  Nation. 

That  kind  of  healthy  data  imput  on  the  board  of  directors  means 
that,  in  a  sense,  a  medical  consumer  knows  what  his  problems  are, 
his  access. 

I  don't  think  anybody  is  proposing  anything  radical.  I  think  what 
we  are  suggesting  is  that  it  is  so  limited  now,  and  so  intertwined,  as 
you  point  out,  the  idea  that  somehow  by  putting  laymen  on  the  board 
of  directors  you  are  going  to  mess  around  with  the  quality  of  health 
and  medical  care. 

I  don't  think  that  is  necessarily  a  logical — I  mean,  nonsequitor.  It 
doesn't  really  follow,  and  I  think  perhaps  the  two  are  so,  con- 
sciously or  unconsciously,  intertwined,  people  do  have  a  reaction  like, 
"Oh,  my  God,  you  are  going  to  tamper  with  the  quality  of  health 
and  medical  care." 

I  don't  think  it  necessarily  follows. 

Senator  Hart.  Mr.  Leland? 

Mr.  Leland.  Senator,  I  would  just  like  to  respond  briefly,  and 
maybe  the  best  illustration  of  what  I  am  about  to  say  is  a  com- 
ment by  a  fellow  colleague  in  the  Texas  House  who  is  politically 
opposite  me  most  of  the  time,  philosophically,  but  also  he  is  of  a 
different  party  than  myself. 

I  happen  to  have  sponsored  the  HMO  legislation  that  was  pre- 
sented to  the  human  resources  committee,  and  went  to  the  calendar 
committee  of  the  house,  but  did  not  proceed  from  that  point. 

But  he  said,  "Mickey,  if  you  want  me  to  support  your  legislation 
you  will  have  to  guarantee  that  doctors  will  not  be  in  control  of 
the  economic  situation  governing  HlNIO's,  because  they  are  the 
worst  businessmen  that  I  know  of,"  and  this  guy  is  a  very  successful 
businessman  in  the  State  of  Texas,  I  might  add. 

The  point  is  that  in  a  health  care  delivery  system  in  this  country, 
and  in  the  respective  States  herein,  we  must  consider  more  than  just 
the  medical  care  that  is  delivered  to  the  people  of  this  country. 

The  other  factors  that  have  to  come  into  play  are  the  social  aspects 
of  life,  political  aspects  of  life,  and  the  economic  aspects  of  life. 

What  we  are  asking  is  that  while  we  recognize  that  medical  care 
is  indeed  truly  an  honorable  profession,  and  that  it  has  taken  care 
of  our  people  thus  far,  we  must  provide  adequate  health  care  de- 
livery by  integrating  these  other  factors,  none  being  any  more  sub- 
ject to  the  rule  of  the  other. 

I  think  that  you  will  find  that  there  are  people  other  than  doctors 
that  are  expert  in  the  social  aspects  of  life,  the  political  aspects  of 
life,  and  the  economic  aspects  of  life. 

Dr.  Faggett.  Senator  Hart,  if  I  might  just  add  to  that — I  was 
just  making  some  notes,  and  Mr.  Leland  said  the  same  thing  I  was 
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thinking — in  order  to  have  effective  consumer  input  presupposes  that 
the  consumer  patient  is  indeed  educated  as  to  the  intricacies  of  the 
health  care  delivery  system, 

I  think  it  is  unfortunate  that  the  very  law  itself,  the  HMO  legis- 
lation, does  not  give  proper  numbers  or  quality  level  of  understand- 
ing of  the  consumer.  It  is  lip  service,  as  written,  and  with  this  type 
of  nondirection,  it  is  going  to  be  very  difficult  to  have  a  workable, 
consumer-oriented,  health  care  delivery  system. 

Again  going  back  to  the  industrial  model :  as  long  as  the  consumer 
is  viewed  as  to  how  much  profit  he  can  make  that  system,  it  is  very 
difficult  for  me  to  see  how  quality  of  life  can  enter  in  the  development 
of  that  health  care  system. 

Mr.  Bernal.  Senator  Hart,  could  I  add  my  2  cents  to  it  ? 

Senator  Hart.  Yes. 

Mr.  Bernal.  It  seems  to  me  that  in  communities,  and  we  are,  as 
Dr.  Pannill  said,  a  pluralistic  society,  it  seems  to  me  that  in  review- 
ing statistics  that  medical  schools  have  produced  few  minority  peo- 
ple, and  in  many  instances — in  many,  many  instances — people  that 
are  highly  trained,  highly  certificated  by  medical  schools  find  it  very, 
very  difficult  to  communicate  with  people  in  certain  areas. 

I  am  talking  about  in  the  barrios  and  the  ghettos;  and  that  is  a 
real  problem. 

If  a  doctor  who  is  highly  certificated,  who  graduated  from  the 
best  school,  and  is  very  intelligent,  yet  can't  communicate  all  of 
his  knowledge  to  people  that  he  is  serving,  he  won't  be  able  to  per- 
form his  profession. 

Now,  to  say  that  he  has  to  operate  and  involve  himself  in  the 
destiny  of  his  profession,  and  that  he  has  to  control  it,  as  was  stated 
in  that  document  in  1971  given  to  our  doctors  in  our  community — 
it  has  a  lot  more  to  say — my  concern  is  that  if  that  doctor  does  not 
communicate  with  the  people  that  he  is  serving,  that  he  is  really 
doing  a  disservice,  in  a  sense,  and  I  don't  think  it  ought  to  be  from 
a  donor  to  a  recipient,  or  repicient  to  a  donor. 

I  think  it  needs  to  be  done  across  the  table  on  an  even  keel.  We 
live  in  this  community  and  this  is  what  we  would  like  for  you  to 
do.  We  aren't  going  to  tell  you  how  many  pills  to  dispense,  or  how 
to  analyze  an  ill  person.  But  the  community  people  can  surely  tell 
professionals  much  about  their  community,  and  the  professionals 
could  be  helped  much  more  in  then  being  able  to  provide  better 
service. 

Let  me  get  back  to  my  first  point. 

We  have  had  in  our  own  medical  school  there  in  San  Antonio, 
with  approximately  52  percent  Mexican-American  population — last 
year  we  only  had  five  Spanish  surnames  in  that  medical  school,  and 
I  think  that  could  be  repeated  throughout  the  country  as  far  as 
blacks  and  as  far  as  Chicanes  are  concerned. 

And  many  of  these  people  come  from  communities  in  which  they 
were  born  and  know,  and  could  service  those  communities  much 
better.  Yet  they  can't  get  into  medical  school. 

In  fact,  some  of  the  people  that  are  coming  to  the  barrios  are 
Cuban  doctors  that  came  from  Cuba,  and  I  would  say  that  they  are 
the  majority  in  the  west  side  of  San  Antonio,  and  the  reason  they 
are  there  is  because  they  came  to  the  United  States  after  fleeing  from 
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the  revolution  over  there  and  got  certified,  and  are  professing  some- 
thing, and  at  least  they  can  get  closer  to  the  community  by  their 
ability  to  speak  Spanish,  and  it  is  an  unfortunate  situation. 

Mr.  Mendelson.  Just  one  further  point,  Senator. 

The  executive  director  of  the  Bexar  County  Medical  Foundation 
is  not  an  M.D.,  he  is  not  a  medical  doctor.  I  think  that  kind  of  en- 
capsulates— you  know,  you  say  innovative — where  do  you  know  to 
draw  the  line.  Well,  if  the  Bexar  County  Medical  Foundation  said 
we  could  put  an  individual  in  there  who  is  not  an  M.D.  to,  in  effect, 
coordinate  the  activities  of  the  foundation,  I  think  that  is  a  strong 
statement  as  to  the  nature  of  the  foundation  in  terms  of  merely 
providing  a  service,  an  economic  service  that  doesn't  really  require 
the  kind  of  medical  judgment  necessary. 

Dr.  Faggett.  Also,  if  you  are  interested  in  primarily  profit,  you 
need  a  businessman  in  charge,  so  I  think  that  really  emphasizes  the 
point  that  health  care  is  being  structured  in  the  industrial  model. 

Senator  Hart.  I  think,  rather  than  undertaking  further  the  role 
of  the  devil's  advocate,  I  will  leave  that  to  those  who,  would  assume, 
would  want  to  respond  and  give  their  impressions  and  voice  their 
counsel  to  us,  those  whom  you  this  morning  have  criticized.  Our 
committee  should  welcome  them  at  the  appropriate  time  to  let  us 
have  their  reaction. 

I  know  the  staff  has  a  good  many  questions,  but  let  me  get 
straight  some  of  the  structure  here. 

Ms.  Cox  has  made  specific  reference  to  the  overlapping  force  of 
Blue  Cross-Blue  Shield,  the  Texas  Medical  Association,  the  Univer- 
sity of  Texas  Board  of  Regents,  and  the  State  health  department. 

Now,  in  Michigan,  the  only  State  I  am  familiar  with  in  this  area, 
we  elect  our  regents  to  the  university,  and  the  Governor  appoints 
to  the  State  health  department. 

How  are  these  two  positions  filled  in  Texas? 

Ms.  Cox.  I  would  like  to  check  this.  I  believe  the  regents  are  all 
appointed. 

Mr.  LeltAnd.  Appointed  b\  the  Governor. 

Ms.  Cox.  And  so  also  are  the  members  of  State  Boards. 

I  wanted  to  ask  permission  to  enter  some  things  into  the  record. 
I  neglected  to  bring  that  up  previously. 

Senator  Hart.  Yes,  but  subject  first  to  check  by  staff. 

Ms.  Cox.  That  is  good,  yes.  Thank  you. 

[See  exhibits  11-15.] 

Senator  Hart.  I  think  there  is  an  analogy.  My  initial  reaction  is 
that  when  you  talk  about  groups  of  physicians — again  I  am  read- 
ing from  Ms.  Cox's  statement — groups  of  physicians  have  been  busy 
building  proprietary  facilities  which  pick  up  the  hospitalization  dol- 
lars, a  very  captive  market. 

I  take  it  you  are  describing  the  situation  where  physicians  con- 
tribute capital  to  a  corporation  which  builds  and  operates  a  facility 
on  a  profit  basis? 

Ms.  Cox.  That  is  correct. 

Senator  Hart.  The  analogy  that  I  think  that  suggests  is  the  situ- 
ation where  physicians  own  interests  in  pharmacies  and  drug  "re- 
packaging  firms.    For  a  number  of   years   I   have  been   trying  to 
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persuade  the  Congress  to  prohibit  that,  since  the  organized  medical 
groups  have  fumbled  around  with  it  for  a  long  time. 

Ms.  Cox.  Gee,  I  think  I  even  know  some  people  in  Texas  who 
could  provide  evidence  on  the  activities  in  that  direction,  if  you 
would  like. 

Senator  Hart.  I  don't  think  it  is  a  lack  of  evidence.  It  is  something 
else.  That  seems  sort  of  analogous. 

Mr.  Sharp  ? 

Mr.  Sharp.  Thank  you.  Senator. 

Dr.  Faggett,  I  would  like  to  address  a  question  first  to  you. 

Have  you  contacted  other  physicians  in  the  San  Antonio  area 
concerning  the  activities  of  the  local  medical  society? 

Dr.  Faggett.  Yes,  I  have. 

Mr.  Sharp.  And  what  has  been  the  reaction  of  these  doctors  as 
to  coming  forward,  as  you  have  done,  and  presenting  testimony  as 
to  this  subcommittee  at  these  hearings? 

Dr.  Faggett.  As  I  mentioned,  I  was  discouraged  to  testify  be- 
cause of  personal  risk.  The  other  physicians  appeared  to  fear  reprisal 
in  terms  of  extensive  review  of  Blue  Cross-Blue  Shield  report,  some 
question  about  possibly  losing  hospital  privileges,  and  in  the  case  of 
some  specialists  it  would  be  a  matter  of  possibly  having  decreased 
referrals.  If  you  are  an  opthamalogist,  you  have  to  have  people 
sending  eye  problems  to  you.  At  the  present,  the  local  medical  so- 
ciety is  composed  of  your  primary  referring  people,  and  if  you 
attack  the  society  then  you  can  expect  a  financial  loss. 

I  was  distressed  by  this  realization.  I  am  trying  to  help  con- 
structively design  a  system,  and  efforts  are  blocked  by  this  fear  of 
change,  and  it  is  a  reactionary  inuendo  type  of  thing  that  you  can- 
not really  quantify.  But  it  is  real  enough  to  prevent  physicians  who 
have  factual  stories  to  tell. 

One  physician  was  telling  me  about  a  patient  who  was  charged 
$100  a  day  for  an  oxygen  tube,  but  no  oxygen  was  coming  through 
it — $100  to  have  a  tube  in  the  nose;  another  case  of  $200  a  day 
for  a  Keflin  I.V.,  which  probably  would  cost  about  $5  or  $10. 

But  these  are  some  very  real  situations,  some  very  real  conflicts 
with  the  society  in  terms  of  not  being  able  to  get  hospital  services. 
I  think  it  is  unfortunate  that  some  of  these  strories  are  not  told. 

As  I  said,  I  am  at  some  risk,  but  I  think  at  this  point  in  time 
those  of  us  who  are  interested  in  the  consumer  care  and  the  quality 
system  have  to  take  that  risk  to  guarantee  improvement  in  it. 

I  think  also  that  physicsians  have  too  long  let  other  people  make 
these  types  of  decisions  and  come  10  or  15  years  later  to  an  accept- 
ance finally  on  a  forced  basis. 

I  think  we  as  physicians  have  something  to  offer  in  terms  of  de- 
velopment of  a  quality  health  care  system,  and  it  cannot  be  done  in 
the  climate  I  have  seen  in  San  Antonio. 

Mr.  Sharp.  Thank  you.  Dr.  Faggett. 

Representative  Leland,  I  have  some  questions  here  concerning  the 
so-called  utilization  review  contract  with  the  Texas  Medical  Foun- 
dation which  you  outlined  in  your  prepared  testimony. 

Mr.  Chairman  I  have  excerpts  here  from  the  Senate  Finance 
Committee's   Report,    Senate    Document   92-1230,   the   professional 
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standards  review  organization,  or  the  so-called  PSRO,  and  on  page 
267  of  that  report,  the  following  is  stated,  and  I  would  like  to  read 
it.  It  is  brief. 

Objective  and  partial  review  must  be  provided  by  a  PSRO  if  it  is  to  be 
effective  and  respected.  Malice,  vendettas,  or  other  arbitrary  and  discrimina- 
tory practices  or  policies  are  by  definition  "nonprofessional,"  and  in  the  un- 
likely event  of  such  occurrences  the  Secretary  [of  HEW]  is  expected  to 
promptly  act  to  terminate  the  contract  for  the  organization  involved  unless 
it  immediately  undertakes  voluntary  corrective  measures. 

Now,  Representative  Leland,  do  you  believe  that  the  proposed 
structure  as  you  outlined  in  your  testimony  will  achieve  the  same 
objective  and  impartial  review  as  the  Federal  PSRO  Law  requires? 

Mr.  Leland.  Do  you  mean  the  proposed  PSRO's  by  the  Texas 
Medical  Association? 

Mr.  Sharp.  Yes,  being  implemented  through  this  whole  contract 
frame. 

Mr.  Leland.  Absolutely  not. 

Mr.  Sharp.  Have  you  brought  this  to  the  attention  of  the  Secre- 
tary of  HEW? 

Mr.  Leland.  No,  but  I  will  proceed  at  your  advice  at  this  point. 

Ms.  Cox.  Part  of  the  problem  is  that  what  they  are  proposing 
is 

Mr.  Leland.  I  have  not  at  this  point  brought  this  to  the  attention 
of  the  Secretary  of  HEW,  but  I  do  plan  to. 

TMiat  ISIs.  Cox  is  trv'ing  to  say  is  that  what  they  have  proposed 
is  not  under  the  Federal  guidelines  of  the  PSRO  anyway.  "VVhat  they 
are  trying  to  do  is  circumvent  the  measures  taken  by  the  Federal 
Government. 

Mr.  Sharp.  Now,  on  page  264  in  the  Finance  Committee  report, 
it  is  stated  as  follows : 

When  a  federally  financed  system  of  operation  of  a  PSRO  is  developed, 
whether  directed  by  the  PSRO  or  by  contract,  that  system  would  be  made 
available  without  charge  for  use  by  other  PSRO's. 

In  short,  the  U.S.  Government  has  paid  for  a  system  with  public 
funds.  The  legislative  remedy  for  that  system  should  be  public 
property. 

What  is  your  reaction  to  this,  as  far  as  what  is  going  on,  or  pro- 
posed in  Texas? 

Mr,  Leland.  Well,  what  is  proposed  to  go  on  in  Texas  is  a  direct 
violation  of  what  you  just  read,  and  I  would  think — or  I  would 
hope — ^that  this  committee  would  bring  about  some  kind  of  investi- 
gation into  that  matter,  because — I  don't  know,  there  is  just  a  blatant 
intent  of  violation  of  public  properties,  or  the  use  of  public  prop- 
erties on  the  part  of  the  Texas  Medical  Foundation. 

Mr.  Sharp.  Well,  has  anyone  that  is  at  this  table — Senator  Bernal 
or  ]\Ir.  Leland — has  anyone  brought  this  to  the  attention  of  the 
regional  office  of  HEW  in  Dallas? 

INIr.  Leland.  We  have  had  some  discussion  of  this  matter,  but  not 
in  a  formal  sense. 

Mr.  Sharp.  Have  you  brought  it  to  the  attention  of  the  Senate 
Finance  Committee- — Senator  Bennett  or  Senator  Long? 

Mr.  Leland.  No,  we  have  not. 

Mr.  Sharp.  Are  you  planning  to? 
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Mr,  Leland.  We,  we  are  going  to  explore  every  avenue  that  is 
available  to  us.  This  is  just  the  beginning  of  our  fight  to  rectify  the 
situation. 

Mr.  Sharp.  Yesterday  at  these  hearings,  Mr.  Paul  Ward  of  the 
Institute  of  Medicine  of  the  National  Academy  of  Sciences  made  a 
statement  and  presented  a  study,  an  ongoing  field  investigation,  of 
HMO's.  The  report  was  released  yesterday,  and  it  will  be  made 
public  next  week.  In  his  prepared  statement  yesterday,  Mr.  Paul 
Ward  expressed  his  fear  that  PSRO's  represented  a  new  develop- 
ment with  a  potential  to  harass  the  effective  operation  of  HMO's 
through  the  use  of  inappropriate  professional  review  procedures. 

Now,  it  is  our  understanding  of  the  PSRO  law  that  medical  so- 
cieties cannot  be  PSRO  organizations;  medical  societies  can  either 
form  a  PSRO  or  have  the  PSRO  as  part  of  a  medical  foundation. 

Do  you  agree  with  the  fear  expressed  yesterday  by  Paul  Ward 
of  the  Institute  of  Medicine? 

Do  you  agree  that  what  is  happening  in  Texas  could  be  a  self- 
fulfilling  prophecy  on  the  part  of  the  Institute  of  ISIedicine? 

Mr.  Lelaxd.  I  think  so.  Let  me  make  this  point  if  I  can,  and  that 
is  that  one  of  the  reasons  that  we  have  had  problems  trying  to  re- 
late this  to  the  designated  Federal  agencies  is  that  money  other 
than  PSRO  money  is  being  used,  or  proposed  to  be  used. 

Therefore,  under  the  PSRO  legislation,  it  is  very  difficult  to 
identify  the  mishandling  of  these  funds.  So  we  have  to  identify, 
first  of  all,  exactly  where  these  other  moneys  are  coming  from,  or 
proposed  to  be  coming  from. 

Mr.  Sharp.  Well,  it  could  be  true — but  even  if  the  moneys  are 
coming  from  other  sources,  once  the  system  is  established,  then  they 
have  to  recoup  those  costs  and  charges,  they  indirectly  could  be  in 
violation  of  the  intent,  if  not  the  actual  law;  is  that  true? 

Mr.  Leland.  Yes. 

Mr.  Sharp.  Perhaps  this  is  worth  looking  into.  Perhaps  you  will 
look  into  this? 

Mr.  Leland.  Very  definitely,  we  will. 

Mr.  Chumbris.  Dean,  may  I  interject  as  this  point,  before  you 
get  into  something  else? 

Mr.  Sharp.  Well,  I  just  have  one  more  question  relating  to  this. 
Again,  on  page  259  of  the  Finance  Committee  report: 

Priority  in  designation  as  a  PSRO  would  be  given  to  organizations  estab- 
lished at  local  levels  representing  substantial  numbers  of  practicing  physicians 
who  are  willing  and  believed  capable  of  progressively  assuming  responsibility 
of  overall  continuing  review  of  institutional  and  outpatient  care  and  services. 
Local  sponsorship  and  operation  should  help  engender  confidence  in  familiarity 
of  the  review  group  with  norms  of  medical  practice  in  the  area  as  well  as  in 
their  knowledge  of  related  health  care  resources  and  facilities.  Furthermore, 
to  the  extent  that  review  is  employed  today,  it  is  usually  at  the  local  level. 
To  be  approved,  a  PSRO  applicant  must  provide  for  the  broadest  possible 
involvement,  as  reviewers  on  a  rotating  basis,  of  physicians  engaged  in  all 
types  of  practice  in  an  area  such  as  solo,  group,  hospital,  medical  school,  and 
so  forth. 

Well,  according  to  your  testimony  here  today,  what  is  being 
planned  in  Texas  is  a  monolithic  Statewide  organization  for 
PSRO's.  What  is  your  opinion  as  to  this  ?  Does  this  violate  the  clear 
legislative  intent  of  the  PSRO  Act? 
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Mr.  Leland.  Absolutely.  And  if  you  remember  the  article  that  I 
referred  to  in  the  advice  by  the  council  to  the  Texas  Medical  Asso- 
ciation and  their  political  arm,  they  are  trying  to  find  all  means  to 
circumvent  this  legislation,  to  the  extent  that  they  filed  suit  against 
HEW  to  impede  the  progress  of  the  PSRO  legislation. 

And  I  definitely  object  to  this,  and  hopefully  we  can  do  something 
about  this. 

INIr.  Sharp.  Well,  would  it  seem  to  you,  as  Senator  Hart  raised 
in  the  colloquy  with  Mr,  Mendelson,  that  Congress  is  delegating  to 
the  medical  profession,  through  PSRO  legislation,  peer  review  over 
quality  care,  virtually  a  monopoly  over  reviewing  quality  of  care,  at 
least  for  medicare  and  medicaid  funds? 

And  here  in  Texas — I  am  assuming  because  of  the  suit — organized 
medicine  in  Texas  is  sajdng,  is  it  not,  "No  Congress,  no  public,  we 
don't  want  this  monopoly  handed  to  us.  We  don't  want  to  have 
PSRO  peer  review." 

Well,  if  organized  medicine  is  taking  the  position  that  they  don't 
care  to  review  the  quality  of  care — and  they  are  the  ones  that  can 
do  this — may  I  ask  who  is  to  review  the  quality  of  care? 

Do  you  have  any  ideas  you  can  express  in  reaction  to  that? 

Mr.  Lelaxd.  I  certainly  can.  First  of  all,  let  me  say  that  the 
problems  of  the  Texas  Medical  Association  and  their  monolithic 
proposal  is  a  tradition  in  the  State  of  Texas. 

They  have,  in  the  past — legislative  session,  even — opposed  every 
progressive  piece  of  legislation  that  was  passed  to  bring  about  an 
adequate  health  care  delivery  system  in  the  State  of  Texas. 

In  this  effort,  you  can  find  in  th6  material  that  I  submitted  to 
you,  references  to  the  House  of  Delegates  of  the  Texas  Medical  Asso- 
ciation's political  arm  where  they  have  said — many  of  their  mem- 
bers have  stated — that  they  don't  want  politics  involved  in  the 
health  care  delivery  system  that  prevails,  that  they  don't  want — 
they  are  not  going  to  respond  positively  to  the  mandates  by  the 
politicians  or  the  legislative  acts — even  the  Federal  Government 
has  indicated  by  your  statement,  Mr.  Sharp,  in  concern  with  the 
PSRO  legislation. 

So,  it  is  not  unusual  or  uncommon  on  the  part  of  the  Texas  Medi- 
cal Association.  The  only  piece  of  legislation  that  they,  I  think, 
endorsed  last  session  for  passage  in  the  House  of  Representatives  was 
a  resolution  honoring  the  doctors  that  volunteered  their  time  and 
services  to  the  members  of  the  legislature. 

Mr.  Sharp.  Yes.  Doctor.  Very  good. 

Dr.  Faggett.  I  might  add  that  every  local  medical  society  does 
have  a  peer  review  board,  and  this  is  around  the  country. 

I  am  not  quite  clear  as  to  how  the  PSRO  will  relate  to  those 
peer  review  boards,  but  I  think  it  is  an  accurate  statement  to  say 
that  there  would  be  no  assessment  of  quality  of  care  in  the  absence 
of  PSRO's. 

Another  factor  here  is,  by  having  a  central — only  one — PSRO 
in  the  State,  it  would  tend  to  influence  some  of  the  criteria  estab- 
lished. 

If  a  PSRO  is  in  Austin,  they  would  be  trying  to  apply  criteria 
to  San  Antonio  which  would  not  really  be  ajpplicable. 
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As  you  know,  there  was  a  diphtheria  epidemic  there,  and  we 
have  a  higher  need  for  immunization  and  things  of  this  nature. 

But  some  of  our  patients  have  to  stay  in  the  hospital  longer 
because  they  come  in  with  malnutrition.  They  come  in  in  a  crisis- 
oriented  manner,  and  you  get  the  tip  of  the  iceberg  emergency  room, 
and  it  might  require  the  patients  to  stay  2  weeks. 

So  what  I  am  saying  is  that  the  PSRO  sounds  like  it  should  be 
a  local,  relevant  body,  rather  than  central — as  is  being  proposed 
in  Texas. 

I  think  that  one  has  to  consider  the  impact  on  patient  care  in 
addition  to  the  political  questions. 

Mr.  Sharp.  Thank  you. 

Mr.  Leland.  Just  an  addition,  that  is,  I  think  that  not  only 
should  the  general  graphics  of  the  situation  be  considered,  but  also 
the  ethnicity. 

I  think  that  if  we  have  a  centralized  PSRO  system  set  up  in  the 
State  of  Texas,  then  we  are  going  to  do  a  detriment  to  those  people 
who  are  of  different  cultures  and  are  serving  in  different  cultures 
because  their  problems — well,  the  solutions  to  the  review  will  prob- 
ably be  handed  down  as  a  uniform  solution,  and  not  in  respect  to 
the  respective  cultures,  and  so  forth,  of  the  people  in  the  State  of 
Texas. 

Mr.  Mendelson.  Mr.  Sharp,  just  one  point  that  strikes  me  that 
we  were  discussing  or  testifying  on  earlier.  It  does  follow  logically 
that  there  would  be  a  lawsuit  brought. 

Of  course,  it  gets  back  to  the  element  of  controlling  one's  destiny, 
as  the  Bexar  County  Medical  Foundation  stated  in  its — I  mean,  I 
see  a  cause-and-effect  result. 

Mr.  Sharp.  Thank  you. 

Dr.  Pannill,  I  just  had  a  couple  of  questions  to  ask  you. 

Mr.  Chumbrts.  Before  you  leave. 

Mr.  Sharp.  Yes. 

Mr.  Chumbris.  In  discussing  the  question  of  the  Department  of 
Health,  Education,  and  Welfare  in  Dallas,  as  you  do,  how  much 
cooperation  have  they  given  you  on  the  problem  that  you  consider 
the  most  important — being  able  to  establish  an  HMO  type  of  opera- 
tion in  your  area? 

Mr.  Leland.  Well,  we  have  gotten  considerable  cooperation  from 
the  Department  of  Health,  Education,  and  Welfare  in  Dallas  in 
the  last  legislative  session. 

In  fact,  they  cooperated  completely.  I  am  satisfied  with  their 
cooperation.  However,  when  we  talked  about  other  things — some 
of  the  questions  raised  here,  not  in  consideration  of  HMO  legisla- 
tion— we  get  some  cooperation,  but  it  is  anonymous  cooperation  be- 
cause of  their  fear  of  some  kind  of  reprisal. 

Mr.  Chumbris.  Well,  how  are  they  helping  you  meet  the  particu- 
lar problem  that  you  are  discussing.  I  think  the  most  important 
problem  that  all  of  you  are  facing  is  to  be  able  to  meet  the  health 
needs  of  the  poor  in  your  locality. 

How  have  they  helped  you  in  that  regard? 

Mr.  Leland.  Well,  in  cooperation  with  proposed  legislation  before 
the  Texas  House,  they  have  helped  us.  They  provide  us  with  sta- 
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tistical  data  and  so  forth  and  advice  as  to  how  to  relate  to  the 
Federal  system  as  laid  out  before  lis,  and  proposed  legislation  also. 

They  interpret  for  us  at  times  the  kinds  of  Federal  legislation 

Mr.  Chumbris.  Also,  in  the  sphere  of  legislation — I  am  talking 
about  the  practicality  in  encouraging  financing  or  encouraging  the 
mechanics  of  getting  the  HISIO  plan  in  operation  in  your  area. 

Mr.  Lelakd.  Well,  the  problem  there  is  that  the  Texas  Medical 
Association  had  such  a  stronghold  on  the  health  situation  in  the 
State  of  Texas  that  it  is  very  difficult  for  them  to  come  forth  and 
provide  that  kind  of  resource  for  us. 

Until  Senator  Kennedy's  bill  was  passed,  there  was  no  real  cri- 
teria to  deal  with  HMO  in  the  State  of  Texas.  Therefore,  the  De- 
partment of  HEW  could  not  come  forth  with  any  kind  of  resources 
as  far  as  dealing  with  implementing  an  institution  that  will  pro- 
vide an  alternative  health  care  delivery  system. 

INIr.  Chumbris.  But  you  have  a  law  now,  since  last  fall? 

Mr.  Lelaxd.  We  have  a  law,  but  the  law  is  vague  and  must  be 
interpreted  by  the  State  in  its  own  light,  so  that  we  can  operate 
adequately  in  accord  to  the  proper  guidelines,  as  will  be  determined, 
hopefully,  in  the  next  session  by  the  State  legislature. 

^Ir.  Chumbris.  But  the  main  thing  it,  you  brought  it  to  their 
attention. 

Mr.  Lelaisid.  Yes. 

Mr.  Mexdelson.  I  have  a  copy  of  a  memorandum  talking  about 
relations  between  governmental  structures  and  so  on  and  so  forth. 

[See  exhibit  15.] 

The  memorandum  is  from  the  Assistant  Regional  Director  for 
Health  and  Scientific  Affairs,  and  it  talks  about  a  meeting  with 
Dr.  Verne  Wilson,  Jim  Peevey,  Dr.  John  Smith,  and  Mr.  Phil 
Overton. 

It  took  place  Sunday,  August  20,  1972,  at  Love  Field  in  Dallas, 
What  you  have  here  is  government  officials  meeting  with  private 
members  of  the  Texas  Medical  Association. 

They  discussed  the  family  health  center  at  Crystal  City.  It  re- 
ceived much  discussion.  Generallv,  the  system  the  way  it  functions, 
it  has  been  my  experience  that  HEW  is  on  a  first-name  basis  with 
the  Texas  ]\fedical  Association,  and  what  they  are  discussing  is  the 
future  of  a  migrant  health  care  progi'am  in  a  specific  part  of  Texas, 
kind  of  out-of-chambers. 

And  that  is  the  kind  of  cooperation  that  goes  on  for  the  TMA 
and  the  cognate  agency  of  HEW.  I  mean,  Joe  Bernal  and  Mickey 
Leland — the  other  people— don't  have  that  kind  of  first-name  rela- 
tionship where  they  meet  at  Dallas  Love  Field,  sit  down  and  have 
a  few  drinks,  and  discuss  the  future  of  the  migrant  health  care 
program. 

It  is  a  hand-in-glove  relationship.  It  is  tough  to  get  results  out 
of  HEW  at  Texas.  I  have  made  numerous  requests  for  information 
and  have  yet  to  receive  some  of  it. 

Mr.  Chumbris.  Thank  you.  I  will  give  the  questioning  back  to 
Mr.  Sharp.  I  just  wanted  to  make  sure  that  there  has  been  some 
communication  between  your  group  and  Washington  on  this  par- 
ticular issue,  especially  in  view  of  the  Kennedy  bill  that  became  law 
last  fall. 
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Ms.  Cox.  I  wonder  if  I  could  mention  the  fact  that  last  Friday 
there  was  an  HMO  conference  in  Austin,  Tex.  Dr.  Frank  Sengold, 
who  is  head  of  the  Federal  HMO  program  at  DHEW,  Washington, 
was  addressing  the  fact  that  section  1311  of  the  Federal  HMO  law 
proposed  to  supersede  four  kinds  of  State  laws  which  restrict  the 
formation  of  HMO's.  But  if  you  look  at  the  rules  and  regulations 
published  by  HEW  for  the  enforcement  of  that  law  you  will  notice 
that  there  is  no  interpretation  of  the  meaning  of  the  bill.  The  rules 
and  regulations  simply  recite  the  law  as  passed  by  Congress. 

Dr.  Senbold,  when  questioned  as  to  the  effect  of  those  provisions, 
said  it  will  be  up  to  each  State  to  pass  its  own  enabling  legislation. 

One  of  the  sections  had  to  do  with  restrictive  State  insurance 
laws ;  the  other  three  had  to  do  with  restrictive  medical  society  laws. 
HEW  has  officially  taken  a  hands-off  position.  We  aren't  going  to 
intrude  in  this  area,  was  really  what  they  were  saying. 

Mr.  Chumbris.  Thank  you. 

Mr.  Bernal.  Can  I  respond  also — were  you  making  reference  to 
the  recently  signed,  December  1973  signed,  HMO  Act  by  the  Presi- 
dent? 

Mr.  Chumbris.  Yes. 

Mr.  Bernal.  The  bill  signed  by  the  President? 

Mr.  Chumbris.  The  one  that  Senator  Kennedy  sponsored  in  the 
Senate.  It  was  amended  in  the  House  and  the  conferees  accepted  it. 

Mr.  Berxal.  Let  me  see  if  I  can  put  it  in  some  perspective. 

The  legislation  that  passed  only  provides  that  any  State  barriers, 
legal  barriers,  would  be  wiped  out  if  the  receiving  organization,  the 
organization  willing  or  desirous  of  starting  an  HMO  would  be  a 
contractee  or  a  grantee  of  HEW. 

In  other  words,  if  you  are  a  grantee,  then  the  State  laws  can  be 
set  aside.  If  you're  not  a  grantee,  the  State  laws  are  not  set  aside. 

So,  in  Texas  we  have  those  barriers  existing  if  you,  in  effect, 
do  not  get  a  grant  from  the  Federal  Government  to  start  up  an  HMO. 

The  other  thing  that  I  would  just  like  to  make  mention  of  is  that 
in  that  compromise  between  the  Senate  and  the  House  on  that 
HMO  bill,  the  moneys  reserved  to  deal  with  HMO's  deal  with  the 
court,  was  completely  wiped  out. 

I  think  they  had  to  about  $7.5  million.  And  in  the  compromise 
that  money  was  yanked  out.  So,  the  only  thing  that  I  can  offer 
about  an  HMO  at  this  point  in  time — and  the  reason  I  pursue  it 
is  because  it  does  provide  a  viable,  different  way  of  delivering  health 
care  and  could  provide  a  competitiveness  in  a  field  where  I  don't 
see  any  competition — is  there's  just  no  competition. 

So  it  seems  to  me  that  organizations  could,  in  effect,  start  HMO's, 
even  without  the  money  being  reserved  there  for  some  of  the  people 
I'm  able  to  pick  to  provide  for  competition. 

Mr.  Sharp.  Thank  you.  Dr.  Pannill,  I  have  just  one  quick  ques- 
tion for  you.  You  did  cover  the  objections  that  were  raised  by 
organized  medicine  concerning  the  development  of  an  experimental 
model  for  the  delivery  of  primary  care  for  the  poor  people  in  Bexar 
County  through  the  University  of  Texas  Medical  School  at  San 
Antonio. 

I  believe  you  covered  that  point.  I  would  like  to  just  raise  some 
statistics  and  ask  you  a  question  concerning  this  data  about  Texas. 
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The  subcommittee  has  learned  from  the  State  of  Texas  health 
statistics  that  as  of  January  1974  oA'er  2  million  Texans  had  no 
organized  public  health  services. 

Furthermore,  for  example,  as  of  November  1972,  29  counties  out 
of  254  counties  in  Texas  had  no  emergency  rooms  and  13  counties 
had  no  ambulance  service;  and  that  as  of  June  1973,  73  counties 
had  no  physicians  whatsoever. 

Now,  if  Texas  had  good  health  care  practitioners  and  other  allied 
health  professionals,  would  it  not  alleviate  the  maldistribution  of 
physicians,  which  basically  is  denying  necessary  medical  services  to 
the  poor  and  the  near-poor  in  Texas. 

Dr.  Pannili..  The  answer  is  "Yes,"  Mr.  Sharp.  It's  my  belief  that 
one  of  the  ways  of  solving  the  problem  of  distribution  of  physicians 
is  to  utilize  the  resources  of  our  highly  advanced  technical  society 
in  establishing  remote  sites  in  which  persons  can  obtain  primary  care 
from  persons  who  are  not  physicians. 

Now,  this  can  be  done  under  a  physician  assistant,  the  patient  care 
counselor  that  I  described  a  bit  earlier.  A  number  of  models — 
nurse  practitioners  and  the  like. 

It  is  my  belief  that  the  small  communities  that  could  never  attract 
the  physician  in  residence  could  easily  support  such  an  individual, 
and  by  virtue  of  application  of  modern  technology- — effective  com- 
munication, including  two-way  television  to  a  medical  center  where 
a  physician  is  present,  accessibility  of  rapid  transportation  for  the 
more  acutely  ill  persons  that  cannot  be  handled  in  such  a  remote  and 
an  organized  system  of  records,  so  that  there  can  be  continuity  of 
care,  regardless  of  what  care  is  delivered — that  this  problem  can  be 
solved. 

It's  not  unique  to  Texas.  It  is  something  that  any  area  in  the 
United  States,  now,  which  is  aware  of  the  inadequacies  which  you 
summarized  from  the  health  statistics,  can  essentially  begin  to  solve 
it  in  this  particular  fashion. 

I  don't,  for  a  minute,  expect  that  ph3^icians  are  going  to  be 
different  from  anybody  else.  They  like  to  live  near  big  cities;  they 
like  to  have  access  to  the  amenities  of  life,  the  schools,  the  churches, 
the  recreational  facilities,  and  indeed,  it  is  unlikely  that  physicians 
will  enter  into  practice  in  communities  that  are  1,000  persons  or 
perhaps  even  less  no  matter  where  situated. 

However,  I  believe  that  levels  of  practitions  in  the  allied  health 
professional  field,  suitably  examined  and  licensed,  can,  within  cer- 
tain well-defined  limits,  provide  the  elements  of  primary  care  that 
are  now  absent. 

Mr.  Chumbris.  On  the  second  point,  how  does  Texas  rate  with  the 
other  States  in  the  Union  on  the  point  you  are  discussing?  Are  they 
better,  or  worse,  or  on  par  with  the  other  States? 

As  I  understand  from  previous  witnesses  yesterday,  and  also  much 
of  the  literature,  one  of  the  difficulties  that  many  States  of  the 
Union  have,  concerns  areas  where  it  is  impossible  to  get  medical 
attention. 

You  were  discussing  that  with  Mr.  Sharp,  isn't  that  correct  ?  It  is 
not  primarily  a  problem  of  Texas,  but  probably  spread  all  through 
50  States  of  the  Union. 
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Dr.  Pannill.  Precisely.  There  is  no  distinction  in  Texas  in  this 
particular  problem. 

It's  shared  with  many,  many  other  States.  There  are  States,  how- 
ever, that  have  taken  the  lead  in  establishing  actual  legislative  defini- 
tions of  the  functions  of  these  persons  who  are  variously  called 
''physician  assistants"  or  "nurse  practitioners."  Some  of  these  are 
exploratory;  some  have  actually  reached  the  legislative  section  so 
there  is  licensure  available  for  these  persons  and  a  given  bracket  of 
duties  which  can  be  legally  assumed  by  them. 

I  think  one  of  the  strengths  of  our  society  is  the  questions  that 
we  have,  ever  since  the  beginning  of  the  Nation,  separated  the  edu- 
cational and  the  licensure  components  of  the  health  practice  field. 

Now,  this  is  not  true  in  some  other  countries  throughout  the 
world.  The  educational  institutions  are  not  licensing  bodies. 

They  may  be  supported  by  public  funds  in  some  instance  and  in 
some  instances  not.  But  the  products  of  these  educational  programs 
are  scrutinized  by  the  public  under  the  availability  of  appropriately 
constituted  bodies. 

And  I  think  this  is  the  mature  approach  that  our  Nation  should 
attempt  to  view  at  the  present  time  to  solve  this  problem. 

Texas  is  by  no  means  unique  in  this.  The  State  in  which  I  reside 
has  exactly  the  same  problem,  and  we're  attempting  to  confront  it 
on  exactly  the  same  basis. 

Mr.  Chumbris.  Thank  you. 

Mr.  Sharp.  Doctor,  what  accounts  in  Texas  for  the  lack  of  the 
establishment  of  training  programs  and  licensing  standards  for 
health  care  practitioners  and  other  allied  health  professionals?  In 
short,  has  organized  medicine  in  Texas  supported  or  subverted  the 
establishment  of  such  training  programs? 

Dr.  Pannill.  During  the  time  of  my  residence  in  Texas,  there  was 
no  support  for  ventures  made  to  establish  these  particular  types  of 
activities. 

I  would  not  want  to  indicate  that  firm  opposition  had  been  rec- 
ognized, but  attempts  to  provide  legislation  for  this  particular 
purpose  were  not  successful. 

Dr.  Faggett.  To  make  one  point,  for  we  in  San  Antonio,  since 
Dr.  Pannell  has  left,  there  has  been  increased  activity  in  the  train- 
ing of  physician  assistants. 

I  happened  to  lecture  them  and  we  are  now  instituting  the  Amosist 
system  at  Brooke  Army  Medical  Center.  I  think  the  fact  that  this 
has  been  allowed — ^to  develop  this  training  program  in  the  Army 
at  Fort  Scout  in  the  city  of  San  Antonio — reflects  limited  acceptance 
by  organized  medicine  for  this  approach. 

And  of  course  the  military  does  have  a  lot  of  experience  in 
Vietnam,  that  is  taking  care  of  whole  villages.  Air  Force  medics  at 
radar  sites;  unfortunately,  we  have  not  been  able  to  apply  some  of 
the  things  we  have  learned  in  the  military  or  to  place  the  trained 
physician-assistant  paraprofessional  upon  discharge  from  service, 
i'he  pool  is  there  but  apparently  there  has  not  been  general  accept- 
ance by  organized  medicine  or  consumers.  Some  training  of  para- 
professionals  is  being  done  in  Texas.  The  concept  is  being  slowly 
accepted  among  the  medical  community,  but  as  far  as  how  far- 
reaching  this  is  going  to  be,  we'll  have  to  wait  and  see. 
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Mr,  LeIvAnd.  I  might  add  that  in  reference  to  that  point,  there 
have  been  informal  lobbying  attempts  on  the  part  of  the  Texas 
Medical  Association  to  be  the  controlling  factor  of  the  physician 
assistants'  program  in  the  State  of  Texas  through  a  licensure,  pos- 
sible licensure,  program. 

Mr.  Sharp.  Mr.  Chairman,  I  would  like  to  introduce  for  the  rec- 
ord a  number  of  documents.  One  would  be  the  personal  interview 
with  Dan  G.  Kodrovack,  the  executive  director  of  the  Hermann 
University  Hospital.  He  is  from  Texas. 

I  would  also  like  to  introduce  into  the  record  various  statements 
that  have  been  prepared  by  witnesses  from  Texas  who  could  not 
attend  these  proceedings  that  were  gathered  by  staff.  Some  statements 
that  have  been  sworn  to. 

Senator  Hart.  They  will  be  received. 

[For  the  interview  with  Mr.  Kadrovach  see  exhibit  16;  for  the 
statements  referred  to  see  exhibit  17.] 

Mr.  Sharp.  I  would  like  to  submit  also  for  the  record  documents— 
I  won't  go  into  detail  on  them — from  Mr.  Wood  McCue,  who  is 
the  executive  director  of  the  Comprehensive  Planning  Council  of 
South  Florida.  Also  with  this  are  relevant  newspaper  articles. 

He  was  unable  to  attend  because  at  the  same  time  that  these 
hearings  are  going  on,  they  are  holding  hearings  on  the  now-defunct 
Cedars  of  Lebanon  Hospital,  Miami,  Fla.,  which  is  also  under  re- 
view, as  Ms.  Cox  pointed  out  in  the  Homan  Hospital  situation  in 
Houston,  by  GAO  because  of  FHA  loans,  and  there's  a  whole  series 
of  documents  submitted  by  McCue  dealing  with  that  problem. 

I  would  ask  that  these  be  included  in  the  record.  [See  exhibit  18.] 

Mr.  Chtjmbris.  Mr.  Chairman,  we  would  like  to  have  copies  of 
each  of  those  if  they  are  available,  and  if  not  too  bulky,  at  least  we 
can  examine  them. 

Mr.  Sharp.  We'll  be  only  too  happy  to  make  the  copies  available 
to  any  member  of  staff  of  the  subcommittee.  That  is  all  of  the  ques- 
tions I  have.  Thank  you. 

Senator  Hart.  Mr.  Chumbris. 

Mr.  Chumbris.  Thank  you,  Mr.  Chairman.  I  really  don't  have  any 
questions  to  ask.  I  think  that  everyone  has  presented  their  state- 
ments as  they  see  it. 

It  is  a  very  serious  issue  and  I  think,  as  the  chairman  has  indi- 
cated, the  people  who  are  mentioned  in  the  statements  will  have  an 
opportunity  to  reply. 

There  is  only  one  point  that  I  wanted  to  bring  out  and  it  is  a 
rather  serious  one  that  we  face  regularly  here  in  the  Congress  of 
t*he  United  States,  and  that  is  a  question  of  lobbying  and  the  ques- 
tion of  political  campaign  donations. 

Now,  lobbying  is  probably  the  most  significant  thing  that  a  Con- 
gressman faces  every  day.  The  Constitution  guarantees  the  lobbying. 

The  Constitution  states  that  every  person  has  a  right  to  petition 
his  Government  for  grievances  that  he  may  have.  Now,  what  may 
be  your  grievance  may  not  be  someone  else's,  or  what  may  be  some- 
one else's  grievance  may  not  be  yours. 

So,  the  question  of  lobbying  is  one  that,  as  I  say,  we  face  every 
day.  Lobbying  laws  have  been  enacted  which  have  to  be  met. 
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So,  when  we  talk  about  lobbying  we  must  realize  that  many 
groups  lobby.  Labor  has  its  lobbyists  and  they  have  every  right  to 
fight  for  every  bill  that  they  espouse  in  the  Congress,  every  bill 
that  they  desire  to  support. 

And  the  same  thing  applies  with  industry,  with  Government,  with 
consumers.  And  the  oddest  thing  about  it  is  the  biggest  story  of  this 
past  week — ^that  the  biggest  lobbyist  on  Capital  Hill  is  the  executive 
branch  of  Government. 

Lobbyists  are  up  here  lobbying  us  every  day  to  get  their  particu- 
lar bill  through :  The  businessmen  will  lobby,  the  doctors  will  lobby, 
the  labor  lobby,  the  consumer  lobby,  the  Government  will  lobby. 

The  consumer  groups  are  one  of  the  biggest  lobbyists.  I  would 
like  to  make  one  point  which  was  verified  this  past  week.  We  hear 
talk  about  which  is  the  most  powerful  force  in  the  United  States 
today  and  everyone  will  say,  "Well,  it's  either  big  Government  or 
big  labor." 

And  I've  always  said  between  big  Government  and  big  labor,  take 
your  pick,  with  Nader  third,  and  business  fourth.  It  was  veri- 
fied in  a  poll  that  was  taken  in  the  U.S.  News  and  World  Report 
of  April  22,  1974,  entitled  "Who  runs  America?  A  National  Survey." 

The  most  intellectual  people  in  the  United  States  were  listed  as 
the  President,  the  Secretary  of  State,  third  was  George  Meany  from 
Labor,  fourth  was  Ralph  Nader  for  the  consumers,  and  right  on 
down  the  line. 

And  business  itself  was  not  even  included  except  that  David 
Rockefeller,  bank  president,  was  fifth.  But  you  don't  really  con- 
sider him  as  big  business  in  the  sense  of  talking  about  steel,  auto- 
mobiles, energy,  et  al.  The  remaining  seven  were  all  from  the  legis- 
lative, executive  and  judicial  branches  of  Government. 

So  the  question  of  influencing  legislation  is  something  that  is 
guaranteed  in  the  Constitution  and  it  requires  good  citizen  attention. 

The  thing  that  we  have  to  watch  is  that  when  lobbying  or  political 
contributions  go  beyond  what  the  law  permits.  The  Senate  has  just 
passed  a  bill,  and  it's  referred  to  the  House,  relating  to  election 
campaign  contribution  reform. 

So  when  we  discuss  lobbying  and  campaign  contributions  we 
have  to  bear  that  in  mind — especially  you.  Senator  Bernal,  and 
you.  Representative  Leland,  since  you  have  to  face  it  in  your  daily 
work. 

People  are  probably  lobbying  you  all  of  the  time  for  a  particular 
point  of  view.  I  just  didn't  want  the  record  to  show  that  lobbying 
was  a  one-way  proposition  and  I  just  want  to  make  sure  we  under- 
stand each  other  in  this  matter. 

Senator  Bernal.  We  do  understand  each  other.  And  I  don't  think — 
I  would  hope  that  I  will  not  be  misinterpreted  by  saying  that  there 
should  be  lobbying. 

It's  like  eating,  I  guess.  When  you  overdo  it,  you  become  a  glut- 
ton and  some  people  overdo  lobbying  because  they  have  a  lot  of 
money  to  overdo  with. 

And  when  you  drown  out  the  voices  that  are  public  and  you  keep 
our  publics  from  exercising  their  right  to  voice  on  an  equal  keel 
with  the  powerful  force  in  this  country,  I  think  you've  got  a  prob- 
lem, a  very  serious  problem. 
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When  I  see  the  list  of  organized  medicines  interlocking  director- 
ate, I  see  these  people  sitting  on  the  board  of  Blue  Cross-Blue 
Shield,  about  three-fourths  of  them. 

We're  paying  for  them  getting  together.  Who  is  going  to  pay  for 
the  poor  getting  together,  to  get  their  minds  together,  so  that  they 
can  get  together  and  lobby  you  in  a  united  effort? 

It  seems  that  the  more  powerful  that  certain  people  become,  the 
more  effective  their  lobbying  becomes,  and  the  more  they  drown  out 
the  concern  of  the  consumer. 

And  I  don't  place  business — I  want  to  disagree  with  you — I  don't 
place  business  in  the  fourth  category,  I  think  it's  right  up  on  point 
and  this  is  business. 

Mr.  Leland.  I  would  like  to  respond,  too,  just  by  saying  that  in 
the  State  of  Texas  we  have — I  don't  know  whether  it's  a  unique 
situation,  because  I  have  not  compared  the  situation  with  any  other 
State — but  in  the  State  of  Texas,  poor  people  have  no  lobby. 

The  representatives — the  State  representatives  and  the  State  sena- 
tors don't  have  the  financial  resources  or  the  facilities  to  handle  ade- 
quately the  many  different  problems  that  come  from  our  indigent 
communities. 

I,  personally,  represent  one  of  the  largest  black  districts  in  the 
State  of  Texas,  and  we  have  an  incidence  of  32  percent  poverty.  I 
don't  have  the  financial  resources  to  provide  my  constituency  with 
the  lobbying  power  that  the  Texas  INIedical  Association  has,  or  any 
other  consumer  organization,  or  labor  organization, 

I  don't  necessarily  represent  labor,  even  though  labor  supports 
me  and  sometimes  in  my  campaign.  The  point  that  I  want  to  ma,ke 
is  that  we  recognize  the  validity  and  the  justification  and  the  legality 
of  the  lobby. 

But  the  problem  is  that  there  is  an  inequitable  situation  that 
exists.  We  don't  have  a  representation  of  lobbyists  that  covers, 
across  the  board,  everybody  in  the  State  of  Texas. 

And  I,  in  all  due  humbleness,  respectfully  request  this  subcom- 
mittee to  look  into  the  situations  that  we  have  presented  to  you 
today. 

We're  not  saying  that  we're  omnipotent — we're  very  definitely 
not  omnipotent  or  all-true  in  our  statements. 

We  want  to  balance  the  situation,  I  respectfully  honor  Senator 
Hart's  invitation  to  those  people  that  were  mentioned  in  our  testi- 
mony to  come  forward  and  give  their  side  of  the  story. 

But  we  want  you  to  weigh  the  situation  and  come  to  the  State  of 
Texas  and  see  what  we're  talking  about.  Find  out  whether  or  not 
what  I'm  saying  and  Senator  Bemal  and  Dr,  Pannill  and  Dr.  Fag- 
gett  and  Ms.  Cox  and  Senator  Bernal's  lawyer — I  can't  remember 
his  name — INIichael. 

Find  out  if  what  we're  saying  is  true  and  then  find  out  also 
whether  or  not  what  these  other  people  are  saying  is  true. 

But  also  I  want  to  admonish  you  to  find  out,  too,  whether  or  not 
there  is  an  equitable  situation — whether  or  not  the  poor  people  are, 
indeed,  represented  adequately  in  the  State  of  Texas  in  the  lobbying 
efforts,  and  also  from  that  State  of  Texas,  whether  they  are  repre- 
sented adequately  in  these  halls  in  the  U.S.  Congress. 
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Mr.  Chumbris.  You  are  speaking  for  the  poor  people.  You  have 
spoken  well.  You  have  brought  your  point  well  before  this  com- 
mittee. 

And  that  is  why  lobbying  is  a  good  thing,  because  if  you  didn't 
come  forward  the  poor  people  would  not  be  represented.  You  can 
plead  for  the  particular  group  you  represent  in  the  Senate,  and 
you,  as  their  spokesman,  can  plead  the  legislature  for  appropriate 
laws. 

Mr.  Leland.  I  might  say  that  most  of  the  time  I  lose,  too,  in  my 
lobbying  efforts.  So,  you  know,  I  just  want  to  try  to  balance  the 
situation  out  a  little  bit. 

Mr.  Chumbris.  I  wasn't  being  critical.  I  just  wanted  to  make  sure 
that  we  understood  each  other;  that  lobbying,  of  itself,  is  not  any- 
thing that's  improper.  That's  the  only  point  that  I  wanted  to  make 
and  I  think  we  understand  each  other  on  that.  Thank  you  very  much. 

Senator  Hart.  I  think  we  all  understand.  The  problem  is  the  first 
amendment  rights  are  available  equally  to  all,  but  some  can  exer- 
cise them  more  effectively  than  others  because  some  have  imoney 
and  some  don't. 

Mr.  Chumbris.  People  in  great  numbers  sometimes  offset  those 
who  have  the  money,  and  that  was  the  point  I  was  trying  to  get 
across. 

Senator  Hart.  Yes,  numbers  help,  but  money  sort  of  formalizes 
their  presentation. 

Mr.  Lelaxd.  Money  stabilizes  organization. 

Senator  Hart.  There  is  no  way  to  meet  this  problem ;  there  is  no 
ultimate  answer  to  this  except  a  constant  reminder  that  there  is 
this  inbalance,  sensitivity,  as  a  result  of  it. 

We  will  have  to  try  and  find  time  to  worry  about  the  problems 
of  those  who  don't  have  the  time  to  get  here  and  lobby  here  or 
have  the  money  to  get  here  and  lobby,  which  means  shutting  the 
door  to  some  of  those  who  are  always  here  to  lobby — we're  going  to 
have  time  to  think  about  it. 

It's  not  a  happy  situation. 

For  Senator  Kennedy,  Dr.  Caper. 

Mr.  Caper.  Thank  you.  I  just  have  a  few  questions.  I  would  like 
to  direct  the  first  couple  to  Mr.  INIendelson.  You  mentioned  that  the 
Bexar  County  Medical  Foundation  was  subsidized  with  $25,000 
startup  money. 

If  you  had  not  been  precluded  from  organizing  this  association 
by  the  Texas  statutes,  would  you  have  been  in  competition  with  the 
Bexar  County  Medical  Foundation  for  the  startup  money? 

Mr.  Mendelson.  Definitely. 

Dr.  Caper.  I  assume  the  startup  money  was  an  HEW  grant? 

Mr.  Mendet^son.  Yes,  it  was.  In  fact,  it's  interesting  because  it's 
the  Bexar  County  Medical  Foundation,  but  ostensibly  it  is  a  health 
maintenance  organization. 

Terminology  problems  and  nobody  is  really  sure  how  to  define 
an  HMO — ^but  clearly  it  is  a  medical  foundation. 

Everybody  knows  what  those  are  about. 

Dr.  Caper.  Your  remarks  likely  would  infer  that  the  Bexar 
County   Medical   Foundation    was   organized,   at   least   in   part,   to 
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preclude  the  organization  and  development  of  an  HMO  such  as  the 
one  you  have  sought;  it  is  that  in  fact  your  belief  as  to  what  oc- 
curred in  this  case? 

Mr.  INIendelsgn.  Yes;  upon  information  and  belief  I'd  say  that 
that's  a  reasonable  assessment  of  what  transpired.  I  think  that 
Senator  Bernal  indicated  that  there  is  a  pretty  significant  nonmedi- 
cal professional  related  activity  in  terms  of  generating,  you  know, 
comprehensive  health  care  of  some  sort. 

And  then  kind  of  in  a  rush  right  around  November  of  1971,  the 
Bexar  Medical  Foundation  was  formed  and  actually  as  a  reaction  to 
the  situation  that  Senator  Bernal  is  involved  in. 

Mr.  Bernal.  Let  me  remark  very  briefly :  I  think  it  was  1969  when 
we  were  encountered  and  sent  with  that  section  that  said  it  would 
prescribe  or  preclude  any — well,  it  would  prescribe  that  you  had  to 
be  a  licensed  physician  to  be  sitting  on  any  health  maintenance 
organization. 

That  was  the  first  time  that  I  became — I  then  began  to  become 
acquainted  with  an  HMO.  Of  course,  the  HMO  concept  had  been 
bouncing  around  in  the  Congress  for  some  time. 

But  it  was  something  that  I'm  sure  the  medical  lobbyists  were 
seeing  something  that  it  was  going  for  Texas  and  my  remarks  about 
nipping  at  the  bud  was  that  they  foresaw  an  interest  developing 
there  and  they  were  going  to  block  out  lay  people  from  participat- 
ing, and  that's  what  they  did. 

We  got  back  after  this  occurred  and  the  foundation  was  given 
birth  and  then  we  countered  with  a  similarly  structured  organiza- 
tion and  got  as  far  as  the  secretary  of  state,  who,  with  the  advice, 
like  I  said,  of  the  board  of  medical  examiners,  kept  us  from  even 
being  incorporated,  much  less  do  any  kind  of  work  beyond  that 
point. 

Mr.  Faggett.  May  I  add  to  that:  That  in  my  testimony  which  I 
handed  to  you,  there  is  a  diagram  of  a  foundation,  which  is  the 
model  used  by  the  Bexar  County  Medical  Foundation. 

This  is  the  Fresno  plan  and  I  think  it  will  help  in  understanding 
about  how  this  works.  This  is  from  Scientific  American,  1973,  Sep- 
tember issue. 

Dr.  Caper.  Now,  that  the  Bexar  County  Medical  Foundation  is 
in  business  and  operable,  would  an  HINIO  such  as  the  one  you  pre- 
viously proposed  be  able  to  get  off  of  the  ground? 

Mr.  Mendelson.  No.  The  restrictions  of  4509a,  the  statute,  pre- 
clude the  operation  of  any  HMO  organized  by  lay  people  that  does 
not  have  licensed,  practicing  physicians  on  its  board  or  acting  as 
its  incorporators,  which  is  an  interesting  little  twist. 

Dr.  Caper.  "When  was  that  statute  put  into  effect? 

Mr.  Mendelson.  It  was  enacted  in  1971,  so  it  is  fairly  recent. 

Dr.  Caper.  If  I  may,  Mr.  Chairman,  I  would  just  like  to  make 
a  comment.  A  provision  was  included  in  Public  Law  93-222,  the 
HMO  law,  section  1311.  entitled  "Restrictive  State  Laws  and  Prac- 
tices," a  provision  which  w^s  a  version,  a  somewhat  narrowed-down 
version,  of  a  provision  which  was  contained  in  the  Senate  bill 
passed  twice  and  the  scope  of  which  was  narrowed  during  the 
House-Senate  Conference. 


138 

I  would  like,  Mr.  Chairman  to  ask  that  section  1311  be  printed 
in  the  record. 

Senator  Hart.  Yes. 

[See  exhibit  19  at  the  end  of  this  panel's  testimony.] 

Dr.  Caper.  But  the  intent  of  that,  as  I  understand  it,  the  com- 
mittee's intend  and  the  intent  of  the  conference  committee  was  to 
prevent  State  laws  which  require  specifically  for  conditions  which 
requires  a  condition  to  doing  business  in  a  State,  that  a  medical 
society  approve  the  furnishing  services  by  an  HMO,  require  that 
physicians  constitute  all  or  a  percentage  of  the  HMO's  governing 
body,  require  that  all  physicians  or  a  percent  of  the  physicians  in 
the  locale  participate  or  be  permitted  to  participate  in  the  provision 
of  services  for  the  entity,  or  requires  that  the  entity  make  require- 
ments for  insurers  of  health  care  services  doing  business  in  that 
State,  respecting  initial  capitalization,  and  establishment  of  finan- 
cial reserves  against  insolvency. 

This  provision  says  such  requirements  shall  not  apply  to  that 
entity  so  as  to  prevent  it  from  operating  as  a  health  maintenance 
organization  in  accordance  with  section  1301. 

Section  1301  of  that  statute  requires  that  at  least  one-third  of  the 
governing  body  of  an  HMO  be  composed  of  consumers. 

Now,  it  seemed  to  me  that  the  Federal  statute,  in  any  event,  is 
fairly  clear  on  that  point,  and  I  wonder  what,  if  any,  barriers  were 
made  and  what  difficulty  in  implementing  it  that  you  would  fore- 
see. 

Mr.  Bernal.  I  think  we've  got  two  answers  here.  I  want  to  give 
one.  I  think  I  know  what  Michael  is  going  to  say  on  the  other. 

First  of  all,  you  have  to  be  a  grantee,  a  HEW  grantee.  In  other 
words,  the  HMO  bill,  as  signed  in  December,  does  not  wipe  out  Texas 
law.  Otherwise,  we  wouldn't  be  in  court.  You  would  have  wiped 
it  out. 

It  doesn't.  You  have  to  contract  with  HEW  for  an  HMO.  Okay, 
if  you  haven't  got  the  clout  to  go  through  the  process,  okay,  to 
deal  with  the  many  officials  that  you  have  to  develop  clout  with 
and  you're  a  consumer,  chances  are  you  are  not  meeting  some  of 
these  people  in  nice,  plush  places  overnight. 

So,  chances  are  you're  not  going  to  become  a  grantee.  Then  the 
State  law  still  would  stand;  you  would  still  be  barred  from  orga- 
nizing an  HMO. 

Mr.  Mendelson.  Yes.  I  understand  that,  you  know,  the  preemp- 
tion of  restrictive  State  enacted,  but  in  reality,  the  situation — say, 
the  group  in  San  Antonio  gets  together  and  says,  "All  right.  We're 
going  to  form." 

Well,  what  are  you  going  to  form,  because  under  the  laws  of  the 
State  of  Texas  you  can't  form  anything.  So,  therefore,  you  have 
a  problem  contracting  with  the  Federal  Government. 

Once,  however,  you  assume  that  you  have  become  an  unincor- 
porated association  and  the  Government,  HEW,  says,  "Fine,  we'll 
recognize  you,"  then,  as  Joe  points  out,  you  are  in  a  grantor-grantee 
relationship — the  law  is  not  applicable. 

The  question  is:  In  Texas,  under  4509a,  would  HEW  contract 
with  an  unincorporated  association  for  the  provision  of  health  and 
medical  care? 
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I  think  the  reality  of  the  situation  would  be,  "No,  because  there 
is  no  effective  means  to  make  any  sort  of  control  over  that  system." 

You're  just  kind  of  an  amorphous  group  of  people  wanting  to  do 
something  with  no  legal  structure, 

Mr.  Bernal.  Could  I  say  something  else — which  I'm  not  even 
going  to  get  into — ^that  the  present  foundation  that  we  have,  the 
present  foundation  that  we  have  that  is  all  doctors,  under  the  HMO 
bill  that  was  signed,  you  prescribed  that  at  least  you  have  a  portion 
of  the  board  of  directors  as  lay  people,  and  another  portion  as 
doctors,  and  so  on. 

My  understanding  is  that  the  present  foundation  would  not 
stand  under  the  law  and  that  they  could  not  receive  any  more  moneys — 
they  received  already  $250,000 — that  there  also  has  to  be  another 
type  HMO  in  competition  with  foundation  type. 

Who  gets  that,  I  don't  know.  How  you  go  about  organizing  one 
I  don't  know,  because  Texas  does  not  let  you  incorporate;  and  if 
you're  not  an  incorporated  body  how  can  you  apply  for  a  grant 
spelling  out  your  goals  and  purposes  of  your  organization? 

Dr.  Caper.  Well,  the  provision  applies  not  only  to  entities  that 
receive  financial  assistance,  but  also  entities  that  are  certified  to 
qualify  under  section  1310  of  a  law  which  is  the  employee  health 
benefits  plan;  but  I  can  see  it  would  be  the  same  problem. 

Ms.  Cox.  Another  part  of  the  problem  is  meeting  the  scope  of 
services  set  out  in  1301.  You  know,  even  the  operational  HMO's 
like  Puget  Sound  don't  provide  that  scope  of  services.  I  don't  know 
whether  you  heard  a  moment  ago  when  I  mentioned  to  Mr.  Chum- 
bris  that  Dr.  Frank  Sammons  was  in  Texas  last  Friday  at  an  HMO 
conference  sponsored  by  the  insurance  board  and  his  statement,  as 
pertaining  to  section  1311,  was  that  each  State  would  have  to  come 
up  with  its  own  enabling  HMO  legislation. 

In  effect,  Dr.  Sammons  was  saying,  you  know,  "Well,  HEW  has 
not  published  rules  and  regulations  interpreting  the  extent  of  the 
effect  of  1311  and  they  seem  to  be  taking  hands-off  position  on 
that." 

Dr.  Caper.  Yes.  I  know  that  Senator  Kennedy  and  I  know  that 
the  Health  Subcommitttee  and  the  Labor  and  Public  Welfare  Com- 
mittee intend  to  vigorously  exercise  their  oversight  responsibilities 
with  respect  to  this  legislation. 

I  know  the  committee  will  be  very  pleased  to  hear  in  detail  any 
problems  which  are  encountered  and  the  implementation  certainly 
of  the  intent  of  this  bill.  That  is  all. 

Dr.  Faggett.  Can  I  say  one  other  point?  He  already  mentioned 
that  the  law,  itself,  does  not  quantify  consumer  participation.  This 
might  be  an  area  that  we  might  want  to  look  into. 

It  just  is  too  vague  in  terms  of  what  influence  the  consumer  is 
supposed  to  have  on  the  law. 

Senator  Hart.  Mr.  Granfield? 

Mr.  Granfield.  Thank  you,  Mr.  Chairman.  Just  two  quick  ques- 
tions. Dean  Pannill  and  Ms.  Cox,  if  you  care  to  reply  also,  you've 
indicated  some  serious  problems  with  current  delivery  of  health 
care  treatment  in  the  State  of  Texas. 

Given  this  kind  of  background  do  you  think  we  should  have  a 
better  understanding  of  how  that  system  works  and  how  better  to 
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make  our  medical  system  work  before  we  launch  into  a  program 
where  we're  going  to  spend  massive  amounts  of  money  perhaps — 
insulate  the  situation  that  you  have  already  described  to  us. 

Dr.  Pannill.  I  agree  wholeheartedly  with  that  concept.  I've  al- 
ways attempted  to  develop  a  dichotomy  between  the  system  for  de- 
livery of  health  services  and  a  means  of  paying  for  them  and  I 
think — from  my  viewpoint — ^this  is  the  basic  issue. 

The  system  can  vary ;  the  means  of  payment  can  very ;  but  I  would 
hate  to  see  this  nation  engage  hastily  in  broad-based  legislation  which 
would  result  in  no  further  benefit  than  to  simply  crumbling  appro- 
priated funds  into  the  existing  private  insurance  industry. 

I  think  the  experiences  since  1966  with  medicare  and  medicaid 
certainly  point  out  that  this  is  an  experiment  unequalled  even  by 
Prohibition  in  our  national  history. 

And  I  would  urge  all  deliberate  caution  in  the  development  of 
such  a  program.  I  don't  think  there's  that  much  hurry,  because  I 
think  we  have  a  number  of  things  to  solve  first. 

Ms.  Cox.  I  appreciate  this  opportunity  to  lobby  for  the  self-em- 
ployed. I  would  simply  like  to  mention  that  national  health  insurance 
will  create  a  forced  participation  situation  and  before  you  hit  me 
with  forced  participation,  please  make  sure  that  (a)  I  don't  have 
a  $1,000  deductible  before  getting  the  benefits  for  what  I  have  to 
pay  for;  and  (b)  try  to  do  whatever  you  can  to  be  sure  that  the 
administrative  cost  rates  which  are  charged  by  the  insurance  car- 
riers are  fair  and  equitable. 

You  know,  I  really  have  no  objection  to  having  for-profit  carriers 
involved  in  this  as  long  as  they  are  efficient.  Give  us  some  competi- 
tion; don't  hand  it  all  to  Blue  Cross-Blue  Shield.  Don't  hand  it 
all  to  anybody.  Thank  you. 

Mr.  Granfield.  Mr.  Leland,  you  have  sketched  out  what,  perhaps, 
may  happen  with  PSRO's  in  the  State  of  Texas.  We  have  all  seen — 
at  least  some  people,  I  wish  to  correct  that — have  alleged  that  what 
happens  when  you  attempt  to  regulate  an  industry  is  that  those 
who  are  to  be  regulated  ultimately  get  control  of  the  regulative 
mechanism. 

I  don't  mean  to  say  that  this  is  deceptive  or  dishonest.  Oftentimes, 
for  example,  with  utility  regulation,  it  results  just  because  they 
can  come  in  with  literally  volumes  of  evidence  to  support  their  case, 
whereas  the  other  side  is  somewhat  hampered. 

"Would  you  agree  with  at  least  the  potential  that  what  will  happen 
with  PSRO's  is  that  they  would  become  simply  another  device  with 
which  to  enforce  some  of  the  problems  which  you  brought  to  us  today. 

In  other  words,  regulation  is  a  two-sided  point.  It  can  help,  but, 
unfortunately,  it  can  also  frustrate  the  problems  that  you  want  to 
solve. 

Mr.  Leland.  Yes;  I  think  very  definitely  that  even  if  PSRO's  are 
established  as  designed  by  the  Federal  law  in  the  State  of  Texas 
they  will  very  definitely  be  controlled  by  the  Texas  Medical  Associa- 
tion—those people  that  are  in.  again,  the  seat  of  power  in  the  Texas 
Medical  Association. 

I  have  no  qualms  about  doctors  controlling  their  own  peer  review 
system,  but  I  think  that  there  should  be  a  representation  of  doctors 
all  over  the  State  of  Texas  and  not  controlled  by  a  central  organiza- 
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tion  like  the  Texas  INIedical  Association  and  the  attempt  that  I  have 
so  outlined. 

Mr.  Granfield.  Thank  you,  Mr.  Chairman. 

Senator  Hart.  From  this  point,  which  clearly  is  the  Health  Sub- 
committee and  not  us,  but — distributing  qualified,  trained  persoimel, 
but  not  M.D.'s  around  meeting  the  problem  of  the  county  without  a 
physician  and  so  on. 

Everybody  talks  about  it  and  every  time  you  hear  it,  it  sounds 
great.  But  how  soon  can  you  really  anticipate  that  kind  of  a  facility 
and  skill  widespread  across  the  country  ? 

Now,  the  reason  I  asked — two-way  televisions,  a  lot  of  money  is 
involved  in  creating  the  fiscal  arrangement  and  a  pretty  basic 
change  of  attitude  is  required  not  alone — I  supposed  among  physi- 
cians, but  certainly  among  physicians  who  have  traditionally  felt 
that  unless  you  are  a  physician  you  shouldn't  really  be  handling  out 
medicine  or  wrapping  up  broken  bones  or  anything  else. 

Hence,  the  licensure  problem.  Given  those  two  basic  hang-ups,  when 
are  you  going  to  have  these  corpsmen  in  every  county. 

Dr.  Pannill.  Mr.  Chairman,  I  wish  I  were  more  clairvoyant  in 
order  to  put  a  time  frame  on  your  question.  I  really  don't  know. 

I  think  we  can  only  point  to  the  experimental  models  that  have 
been  successful  throughout  the  United  States  at  the  present  time 
and  to  defer  to  my  colleague  in  the  U.S.  Army,  Dr.  Faggett,  who  has 
been  a  part  of  the  system  that  has  done  this  for  many,  many  years. 

It  falls  down  to  the  element  T  mentioned  earlier:  the  system  for 
delivery  of  health  care.  If  patient  acceptance  of  nonphysicians  at 
this  level  of  primary  care  can  be  developed  and  several  studies  on 
this  are  in  conduct  at  the  present  time. 

,     The  resistance  that  I  would  have  predicted  really  doesn't  exist. 
^  There  has  been  gradual  conditioning  of  this  over  many  years  since 
any  successful  practitioner  of  medicine  utilizes  this  device  in  his 
own  office  for  iust  basic  survival. 

He  cannot  personally  attend  to  all  of  the  needs  of  the  persons 
who  enter.  Therefore,  his  patients  become  conditioned  to  accept  his 
service. 

The  geographical  location  of  this  acceptance  is  the  thing  that 
probably  takes  the  most  experimentation.  In  the  New  Mexico  rural 
areas,  a  project  that  has  been  funded  by  Federal  funds  and  has  been 
eminently  successful — they  didn't  have  television;  they  had  radio- 
controlled  ieeps  that  managed  to  get  out  into  really  remote  areas. 

On  the  Indian  reservations,  a  great  deal  more  attention  has  been 
paid  to  this,  because  of  the  paucity  of  Indians  who  have  entered 
the  health  care  delivery  system. 

You  know,  there  are  at  present  three  licensed  physicians  who  are 
American  Indians  that  are  working  in  reservation  areas  nationwide. 

In  the  western  part  of  New  York  State,  where  I  presently  live,  we 
do  have  a  model  of  this  sort,  of  the  Catarojrgas  Reservation,  which  is 
effective  on  a  limited  scale  for  a  limited  population. 

The  question  of  money  is  important,  but  I  think  that,  again,  if 
we  can  establish  the  priorities  for  the  expenditure  of  our  funds,  if 
we  can  diminish  the  costs  of  construction  of  hospital,  the  need  for 
construction  of  hospitals,  we  can  save  a  great  deal  of  money. 
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If  we  can  emphasize  the  preventive  aspects  of  health  care  and  the 
fact  that  keeping  people  out  of  the  hospital  might  be  a  better  ob- 
jective than  letting  them  go  into  the  hospital — ^the  elements  of  early 
maintenance  of  health,  the  early  prevention  of  disease  and  the  access 
to  broad-based  education — ^the  problem  will  be  solved. 

Part  of  it  is  an  educational  one  and  we  are  referring  not  only  to 
the  professionals  who  deliver  the  services,  but  to  the  public  at  large 
and  I  think  that  if  we  have  a  hard  job  on  our  hands,  to  attempt  to 
sell  people  on  the  importance  of  health  in  context  with  other  things 
that  they  are  confronted  with  in  the  expenditure  of  their  own  funds. 

Senator  Hart.  The  most  credible  voice  to  lead  this  educational 
effort,  though,  is  the  physician;  isn't  it? 

Dr.  Pannill.  Precisely, 

Mr.  Leland.  Senator  Hart  ? 

Senator  Hart.  Yes  ? 

Mr.  Leland.  If  I  may  respond,  I  think  that  the  answer  to  your 
question  as  to  when  we  will  be  able  to  serve  all  of  the  people  with 
an  adequate,  qualitative  health  care  delivery  system,  can  be  answered 
by  saying,  "When  the  doctors  will  accept  the  nurses,  the  pharmacists, 
and  those  people  who  are  of  the  paramedical  fields  or  the  parahealth 
fields — accept  them  as  equal  individuals." 

These  people  are  just  as  well  trained  in  many  instances  as  the 
doctors  are  in  their  respective  talents.  And  these  people  have  a  right 
to  provide  leadership  in  the  health  care  field,  in  health  care  delivery. 

Though  doctors  have  this  mystique  about  them  in  the  deliverance  of 
qualitative  medical  care,  there  are  other  aspects  of  medical  care 
that  are  provided  for  by  people  who  are  just  as  qualified  and  deliver 
just  as  qualitative  service  as  do  the  doctors. 

I  don't  think  that  the  doctors  are  necessarily  the  only  people  that 
can  lead  this  fight  or  this  war  to  try  to  come  up  with  a  qualitative 
health  care  delivery  system. 

I  think  that  your  question  will  be  answered  when  the  doctors  not 
only  accept  the  technological  advances  that  this  country  has  to 
efficiently  develop  and  not  only  allow  for  the  lay  people  to  involve 
themselves,  but  also  look  at  their  other  colleagues  in  the  health 
profession  as  equal  individuals. 

Dr.  Faggett.  Senator  Hart,  I  might  add  to  Representative  Leland's 
point.  I  definitely  agree  with  the  health  team  concept  approach  and 
the  American  Academy  of  Pediatrics  has  led  the  way  among  the 
specialties  in  terms  of  utilizing  paraprofessionals — ^that  is,  the  nurse 
clinician,  as  trained  by  Dr.  George  Silver  in  Denver,  as  further 
supported  by  Dr.  Frederick  Green,  associate  director  of  the  office  of 
development. 

All  of  these  programs  have  refle-cted  physician  acceptance  of  an 
equal  health  professional.  This  reemphasizes  the  point  of  a  career 
ladder  approach  where  the  health  professional  can  be  brought  in 
to  the  health  field  with  upper  mobility  available  and  progress  as 
far  as  they  are  able. 

As  far  as  when  will  paraprofessionals  be  available  in  significant 
numbers,  the  time  frame,  in  the  Army,  then  I  would  have  to  refer 
you  to  Col.  Henry  Robinson,  the  Director  of  the  physician  assistant 
program,  Brooke  Army  Medical  Center. 
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At  the  present  time,  at  Brooke  Army  Medical  Center  we  have 
been  cut  to  93  staff  physicians  from  130  to  cover  the  entire  patient 
load.  We  have  50,000  patient  visits  per  year  in  pediatrics;  in  order 
to  meet  the  shortage  of  physicians,  which  we  are  indeed  facing  as 
of  July,  we  already  have  physician  assistants  in  place. 

We  have  the  Amosist  system  working  and  Dr.  A.  Ognibone,  Chief 
of  the  Department  of  INIedicine  at  the  Brooke  Army  Medical  Center, 
can  give  you  more  information  on  that  system. 

This  is  utilization  of  technicians  who  are  able  to  take  histories. 
They  use  a  program  approach  where  they  take  the  history  and  appro- 
priate data  and  list  a  differential  diagnosis  and  the  physician  is  only 
needed  to  arrive  at  a  final  diagnosis  and  prescribe  treatment  as  in- 
dicated. 

So  as  far  as  the  Army  is  concerned,  that  is  in  place  now.  I  think 
it's  important,  however,  to  recognize  the  fact  that  reflecting  the 
physicians'  acceptance  of  this  the  AMA  has,  as  of  last  year,  set  up 
a  licensing  mechanism  for  the  physician  assistants  graduating  in 
1974. 

Further  provisions,  though,  are  that  in  the  1980's  there  is  antici- 
pated an  adequate  number  of  M.D.'s  in  the  country  to  meet  the 
health  needs. 

Now,  this  is  only  possible  because  of  the  plateau  of  the  birth  rate, 
so  that  we  now  have  a  stabilization  of  the  population  growth,  prob- 
ably as  a  result  of  the  use  of  the  pill  with  increased  output  of  M.D.'s 
via  110  medical  schools  you  are  able  to  produce  a  much  improved 
physician-patient  ratio. 

We  are  reaching  a  point  of  saturation  now.  The  question  of  mal- 
distribution becomes  even  more  important  now  because  so  many  of 
these  physicians,  as  Ed  Dixon  and  Dr.  Pennill  stated,  are  located  in 
or  near  the  major  cities. 

You  can  find  more  than  half  of  the  350.000  practicing  physicians 
located  in  urban  areas,  so  that  the  rural  areas  will  still  be  un- 
developed, even  with  a  theoretically  adequate  number  of  physicians; 
they  will  be  so  maldistributed  that  quality  health  care  will  be  un- 
available to  a  significant  portion  of  our  population. 

Let  me  just  state  also  that  any  medical  society  that  is  polled  today 
regarding  acceptance  of  equal  status  of  paraprofessionals  will  be 
divided  50  percent  for  and  50  percent  against  elevation  of  the  status 
of  paraprofessionals. 

So  I  think  Representative  Leland's  point  is  well  taken,  that  an 
education  process  must  be  initiated  so  that  greater  acceptance  and 
involvement  of  the  physician  can  be  achieved  in  designing  a  quality 
health  care  system. 

Senator  Hart.  We  are  grateful  to  each  of  you  for  the  time  and 
the  thought  that  went  into  the  presentation.  I'm  sure  it  will  be  a 
great  benefit  to  those  of  us  in  the  Congress. 

We  will  adjourn  to  resume  on  Friday  morning  at  9 :30  a.m.  and 
will  move  to  room  4200  of  the  Dirksen  Senate  Office  Building. 

[Wliereupon,  at  11:45  a.m..  the  subcommittee  adjourned,  to  recon- 
vene at  9 :30  a.m.  on  Friday.  May  17, 1974.] 
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XThe  following  was  received  for  the  record.  Testimony  resumes  on 
p.  599,  pt.  2.] 

MATERIAL  RELATING  TO  THE  TESTIMONY  OF  MESSRS.  LELAND, 
BERNAL,  MENDELSON,  PANNILL,  FAGGETT,  MS.  COX 

Exhibit  1. — Sundry  Articles  Re  PSRO's  in  Texas 
[From  TMA  Bulletin,  Mar.  27,  1974] 

News  and  Information  of  Immediate  Interest  to  the  TMA  Membership 

TMA  Executive  board  adopted  a  "Fight  to  the  End — No  Surrender"  stance 
in  drawing  up  battle  plans  on  Professional  Standards  Review  Organization 
(PRSO)  area  designations  in  Texas.  Executive  Board,  meeting  in  Austin  on 
March  23,  took  action  after  reviewing  final  PSRO  area  designations  estab- 
lished by  Department  of  Health,  Education,  and  Welfare.  DHEW  designations 
of  areas  was  published  in  Federal  Register  on  March  18,  1974,  establishing 
nine  PSRO  areas  in  Texas.  TMA  had  fought  earlier  proposal  calling  for  eight 
areas  and,  through  Texas  Institute  for  Medical  Assessment  (TIMA),  had 
presented  workable  plan  for  single-state  PSRO.  TIMA  plan  was  received 
favorably  at  Region  6  of  DHEW  hearings  and  recommended  to  Office  of  Pro- 
fessional Standards  Review,  but  was  rejected  in  spite  of  fact  that  92%  of 
Texas  physicians  responding  to  poll  in  January  1974  did  not  support  HEW 
PSRO  proposed  regions. 

Legal  action  against  HEW  will  be  taken  by  TMA  regarding  areas  designated 
by  HEW  Secretary  on  the  basis  that  the  PSRO  regulations  are  arbitrary  and 
capricious.  Suit  against  HEW  is  scheduled  to  be  filed  within  next  few  weeks. 
Executive  Board  unanimously  agreed  with  Board  of  Trustees  recommenda- 
tion that  TMA's  General  Counsel  pursue  appropriate  legal  action.  Other  state 
medical  societies  are  expected  to  file  similar  suits. 

Legislation  to  repeal  existing  PSNO  law  has  been  introduced  in  U.S.  Con- 
gress by  Rep.  Omar  Burleson  (D-Tex)  and  Rep.  Robert  Casey  (D-Tex).  Per- 
sonal letters  have  been  sent  to  each  Texas  Congressman  and  Senator  from 
TMA's  President,  Chairman  of  Board  of  Trustess,  Chairman  of  Council  on 
Medical  Legislation,  and  TIMA  President,  urging  them  to  support  the  bill 
(HR  13358)  and  repeal  PSRO  section  of  PL  92-603.  Resolution  adopted  by 
TMA  Executive  Board  called  for  TMA  and  all  component  medical  societies 
to  work  effectively  and  vigorously  toward  repealing  provisions  of  PSRO  which 
are  "incompatible  with  our  professional  commitments"  and  other  regulatory 
control  portions  of  PL  92-603. 

Executive  board  urged  that  Texas  organizations  which  have  applied  for 
PSRO  designations  withdraw  their  applications  in  interest  of  consistency, 
unity,  and  strength.  Reaffirmation  was  made  of  TMA's  commitment  to  provide 
quality  medical  care,  to  maintain  patient  confidentiality,  and  to  meaningful 
and  effective  peer  review.  Ongoing  campaign  to  inform  legislators  and  public 
of  deleterious  effects  of  PL  92-603  as  it  relates  to  quality  of  patient  care, 
finances,  and  confidentiality  was  approved. 

Adequate  "War  Chest"  of  funds  to  finance  suit  against  HEW,  to  inform 
lawmakers  and  public,  and  conduct  educational  programs  on  PSRO,  would 
be  created  through  a  $100  per  regular  member  assessment  recommended  by 
Board  of  Trustees  and  approved  by  Executive  Board.  Feeling  of  TMA  leader- 
ship is  that  now  is  time  to  "put  it  all  on  the  line"  and  that  encroachment  of 
federal  government  through  PSRO  and  other  means  wil  take  a  total  commit- 
ment and  a  substantial  financial  outlay.  Resolution  wil  be  presented  to  TMA 
House  of  Delegates  in  May  with  Executive  Board  recommendation  for  ap- 
proval. 

Approval  of  suit  against  HEW  and  other  PSRO-related  actions  of  Board  of 
Trustees  and  Executive  Board  have  previous  House  of  Delegates  support. 
House  charged  Trustees  to  "use  every  possible  means  to  effect  the  designation 
of  the  State  of  Texas  as  a  single  PSRO  area."  TMA  favors  repeal  of  PSRO 
provision  in  law. 

PSRO  resolution  approved  by  TMA  executive  board : 

Whereas  a  positive  effort  was  made  to  comply  with  PSRO  requirements  by 
the  chartering  of  a  separate  and  independent  non-profit  corporation  known 
as  TIMA  (Texas  Institute  for  Medical  Assessment),  uniting  health  care  pro- 
viders, governmental  agencies,  medical  schools  and  hospitals  in  a  pattern  of 
cooperation  unprecedented  in  Texas ;  and 
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Whereas  a  TIMA  proposal  was  presented  twice  to  representatives  of  OPSR 
at  formal  hearings,  such  proposal  being  accepted  and  recommended  by  the 
Regional  HEW  but  rejected  by  OPSR,  in  spite  of  the  fact  that  the  HEW 
PSRO  proposed  regions  were  rejected  by  92%  of  the  physicians  responding  to 
the  poll  in  January  1974 ;  and 

Whereas  the  TIMA  plan  would  provide  economies  in  administration,  avoid 
wasteful  duplication,  have  cooperation  and  participation,  yet  respecting  exist- 
ing medical  service  areas  and  flow  patterns ;  now  therefore  be  it 

Resolved,  That  the  Texas  Medical  Association  reaflSrm  its  commitment  to 
provide  quality  medical  care  to  patients  of  our  members,  to  maintain  patient 
confidentiality,  and  to  a  meaningful  and  effective  peer  review ;  and  be  it 
further 

Resolved,  That  the  Texas  Medical  Association  and  all  its  component  medical 
societies  work  effectively  and  vigorously  toward  repealing  PSRO  provisions 
of  Public  Law  92-603,  specifically  Section  249(f)  which  is  incompatible  with 
our  professional  commitments,  and  other  objectionable  regulatory  control 
portions  of  Public  Law  92-603 ;  and  be  it  further 

Resolved,  That  this  be  accomplished  by  an  ongoing  campaign  to  inform  our 
Legislators  and  the  public  of  the  deleterious  effects  of  Public  Law  92-603  as 
it  relates  to  quality  of  patient  care,  finances,  and  confidentiality ;  and  be  it 
further 

Resolved,  That  an  assessment  of  $100  per  regular  member  be  made  to  imple- 
ment the  programs  involved  herein ;  and  be  it  further 

Resolved,  That  the  Texas  Medical  Association  is  committed  to  maintaining 

and  improving  existing  utilization,  review  assessments  and  will  therefore  resist 

the  current  nine  area  HEW  designations  by  legal  action  and  other  appropriate 

means. 

[From  the  Houston  Post,  May  12,  1974] 

Medical  Group  Expresses  Opposition  To  Government  Review 

(by  Mary  Jane  Schier) 

Policies  ranging  from  strong  opposition  to  government  review  groups  to 
urging  doctors'  restraint  in  increasing  fees  were  approved  here  Saturday  by 
the  Texas  Medical  Association's  House  of  Delegates. 

The  most  controversial  discisions  among  the  240  voting  delegates  concerned 
how  AMA  will  fight  a  new  federal  law  setting  up  Professional  Standards  Re- 
view Organizations   (PSROs). 

Delegates  voted  down  efforts  by  the  Harris  County  Medical  Society  group, 
which  polled  for  an  all-out  campaign  to  repeal  the  measure  and  for  the  Texas 
physicians  to  boycott  any  participation  in  the  government  guidelines. 

Instead,  the  delegates  accepted  a  compromise  resolution  recommending  that 
the  TMA  "exercise  all  possible  courses  of  action  to  counter  PSROs,  including 
intensive  efforts  for  repeal,  amendment,  deletion  or  substitution  of  the  entire 
Public  Law  92-603"  or  certain  sections  of  the  measure. 

The  new  policy  pertaining  to  PSROs  includes  a  further  resolve  explaining 
that  each  TMA  member  may  "determine  the  extent,  if  any,  of  his  participation 
in  PSROs  or  similar  programs." 

PSROs,  as  outlined  under  a  law  which  became  effective  in  January,  will  be 
set  up  according  to  Department  of  Health,  Education  and  Welfare  guidelines. 
Special  review  groups  will  have  responsibilities  to  evaluate  both  the  quality 
and  costs  of  medical  care  throughout  the  country. 

Much  of  organized  medicine  has  opposed  the  PSRO  concept,  charging  that 
the  government  does  not  have  any  right  to  assess  the  quality  of  health  care 
services  nor  to  destroy  the  traditional  doctor-patient  relationships. 

Since  medical  societies  and  hospital  medical  staffs  already  provide  peer 
review,  the  opponents  to  PSROs  claim  there  is  no  need  for  the  "feds"  to  step  in 
and  institute  a  costly,  bureaucratic  system  of  review  groups. 

Dr.  George  Alexander,  president  of  the  Harris  County  Medical  Society,  told 
the  delegates  he  and  many  of  his  colleagues  "object"  to  a  TMA  lawsuit  against 
the  HEW  secretary. 

The  lawsuit,  filed,  in  Austin  last  week,  is  "counter-productive"  to  a  program 
which  should  be  working  vigorously  for  repeal  of  the  new  law,  Alexander 
said. 

TMA  delegates  also  authorized  a  new  special  assessment  of  $100  to  all  12,000 
members  to  help  finance  the  legislative,  legal  and  educational  campaign  against 
PSROs. 
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Harris  County  doctors  also  argued  against  assessment.  Alexander  called  the 
proposal — which  passed  178  to  29  (some  members  abstained) — "a  serious 
blunder"  because  he  said  the  additional  fee  was  being  "pushed  down  our 
members'  throats." 

Delegates  also  approved  raising  the  TMA  annual  dues  by  $50  as  part  of 
their  efforts  to  cope  with  the  increased  costs  of  operating  the  state  organiza- 
tion. 

About  5,000  physicians  and  guests  have  been  attending  the  TMA's  107th 
annual  session,  which  ends  Sunday. 

In  related  matters  Saturday,  Dr.  Ed  W.  Schmidt  of  Pecos  was  installed 
president.  A  general  practitioner  and  Pecos  mayor  for  the  past  10  years,  he 
succeeded  Dr.  Charles  Dryden  of  Wichita  Falls. 

Later,  the  delegates  chose  Dr.  N.  L.  Barker,  Jr.  of  Paris  as  president-elect; 
Dr.  Donald  Gready  of  Houston,  vice  president ;  Dr.  Ben  R.  Keller,  treasurer ; 
Dr.  James  G.  Morris  of  Lubbock,  secretary,  and  re-elected  Dr.  Jack  B.  Lee  of 
San  Antonio  as  speaker  of  the  house. 

Other  policy  matters  aupproved  by  the  delegates  included : 

Urging  TMA  members  to  practice  "restraint"  in  hiking  fees  to  patients  even 
though  the  medical  profession  has  been  held  back  until  recently,  by  wage 
and  price  controls  from  increasing  their  charges. 

Recommendation  that  the  TMA's  Coimcil  on  Medical  Legislation  pursue 
ways  to  expedite  the  jury  system  so  physicians'  time  can  be  conserved.  This 
was  a  substitute  motion  to  one  that  had  called  for  doctors  being  exempt  from 
jury  duty. 

Development  of  a  network  of  regional  centers  to  provide  specialized  medical 
care  for  problem  newborns  and  high-risk  pregnant  women. 

Acepted  a  policy  statement  from  the  TMA  Board  of  Councilors,  which 
termed  acupuncture  a  medical  procedure  that  is  "strictly  investigational"  and 
should  be  performed  "only  in  medical  centers  and  teaching  hospitals  having 
committees  on  human  research." 

Favored  increased  support  from  the  Texas  Legislature  to  the  state's  existing 
medical  schools  but  said  any  new  schools  would  "dilute  the  quality  of  medical 
education." 

Charged  medical  schools  with  placing  more  emphasis  on  training  primary 
care  physicians  and  with  reinstating  programs  for  general  internships  for  new 
MD  graduates. 

Authorized  expanded  guidelines  for  TMA  members  who  perform  abortions, 
stressing  the  need  for  better  coimseling  and  programs  for  preventing  un- 
wanted pregnancies. 

Called  for  cooperation  with  other  agencies  in  furthering  a  fledgling  program 
of  state-wide  emergency  medical  care. 

Urged  working  with  the  Governor's  Commission  on  Physical  Fitness  to  help 
institute  "lifetime  physical  fitness  programs"  in  Texas  and  not  just  physical 
education  courses  in  the  schools. 

Sanctioned  support  laws  for  mandatory  fences  around  swimming  pools  to 
prevent  the  growing  number  of  children's  deaths. 

Texas  Doctors  Condemn  HEW  Review  Boards 
(by  Moselle  Boland) 

Texas  doctors  passed  a  resolution  Saturday  condemning  a  federal  law  that 
requires  doctors  to  monitor  the  quality  of  care  given  Medicare  and  Medicaid 
patients,  but  compromised  on  the  wording  to  avoid  possible  antitrust  law 
violations. 

The  federal  program  is  called  Physician  Standard  Review  Organizations 
(PSRO). 

The  Department  of  Health,  Education  and  Welfare  drew  the  wrath  of  the 
Texas  Medical  Association  (TMA)  when  the  federal  agency  set  up  nine  re- 
gional review  organizations  in  Texas.  The  medical  group,  representing  12,000 
Texas  doctors,  had  recommended  one  review  group. 

The  resolution,  adopted  during  the  annual  meeting  in  the  Astroworld  Hotel, 
said : 

"Should  HEW  persist  in  this  uncompromising,  unreasonable  and  arbitrary 
attitude,   the   TMA   recommends   to  each  physicion   of  Texas   that  he  deter- 
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mine  the  extent,  if  any,  of  his  participation  in  PSRO  and  similar  programs." 

The  original  resolution,  drawn  up  by  the  association's  committee  on  legis- 
lation, said  the  TMA  "recommends  to  the  doctors  of  Texas  that  they  refuse 
to  participate  in  PSROs." 

Philip  Overton,  association  attorney,  said,  however,  that  the  resolution 
should  be  worded  to  avoid  the  appearance  that  the  association  "acted  in 
unson,  or  that  there  was  a  conspiracy  or  a  directive  to  the  individual  mem- 
bers." 

He  said  that  because  of  recent  court  rulings,  the  original  resolution  might 
be  interpreted  as  a  violation  of  antitrust  laws. 

Overton  recommended  the  changed  resolution. 

Because  of  Overton's  warning,  the  delegates  voted  down  an  amendment  to 
insert  a  clause  into  the  resolution  that  said  doctors  have  the  legal  option  not 
to  participate  in  PSRO's. 

The  delegates  also  adopted  a  resolution  that  would  "exercise  all  possible 
courses  of  action  to  deal  with  PSRO,  including  intensive  efforts  for  repeal, 
amendment,  deletion  or  substitution"  of  the  entire  law. 

The  Texas  asociation  filed  suit  last  week  against  HEW  challenging  the  nine 
region  plan  as  opposed  to  their  own  one  region  concept. 

The  delegates  also  approved  support  of  regional  medical  care  programs  for 
newborn  babies  and  women  with  high  risk  of  serious  problems  during  preg- 
nancy. 

The  recommendation  was  adopted  by  the  24(>-member  House  of  Delegates, 
the  asociation's  policymaking  body. 

The  recommendation  originated  in  the  association's  committee  on  perinatal 
(shortly  before  and  after  birth)  health  care,  headed  by  Dr.  Jacob  Kay  of 
Dallas. 

The  delegates  also  approved  the  committee's  request  to  work  toward  imple- 
mentation of  the  plan  as  quickly  as  possible. 

A  number  of  states  already  have  adopted  the  concept  of  regional  care  for 
newborn  babies.  Texas  does  not  have  such  a  program. 

Regional  programs  designate  certain  hospitals  as  qualified  to  care  for  babies 
with  life-threatening  problems,  other  hospitals  to  care  for  babies  with  less 
serious  problems,  and  still  other  hospitals  to  care  for  normal  newborn  babies. 

A  major  problem  facing  the  proposed  program  is  adequate  financing  to 
ensure  facilities  for  all  section  of  the  state  and  to  cover  cost  of  treatment 
for  the  poor.  The  recommendation  did  not  specify  how  the  program  would  be 
financed. 

Some  hospitals  in  Texas  metropolitan  areas  already  have  the  specialized 
equipment  and  trained  personnel  to  treat  infants  with  life-threatening  prob- 
lems. Some  sections  of 'the  state,  however,  have  no  such  facilities  for  hundreds 
of  miles,  and  no  organized  way  exists  to  get  babies  desperately  in  need  of 
treatment  to  hospitals  equipped  to  care  for  them. 

The  delegates  also  adopted  a  recommendation  from  the  school  health 
committee  urging  that  the  Texas  Education  Agency  enforce  current  standards 
for  physical  education  in  Texas  schools. 

However,  the  standards  are  almost  universally  ignored  in  Texas  schools, 
the  committee  members  say. 

TMA  Is  Opposed  To  Review  Gboups 

Houston. — The  Texas  Medical  Association's  House  of  Delegates  Saturday 
expressed  strong  opposition  to  government  review  groups. 

The  most  controversial  discussions  among  the  240  voting  delegates  involved 
how  TMA  wil  fight  a  new  federal  law  setting  up  Professional  Standard  Review 
Organizations   (PSRO). 

Delegates  turned  down  efforts  by  the  Harris  County  Medical  Society  group 
which  called  for  an  all-out  campaign  to  repeal  the  measure  and  for  all  Texas 
physicians  to  boycott  any  participation  in  the  government. 

A  compromise  resolution  accepted  recommended  that  the  TMA  "exercise 
all  possible  courses  of  action  to  counter  PSRO's  including  intensive  efforts 
for  repeal,  amendment,  deletion  or  substitution  of  the  entire  Public  Law  92- 
603"  or  certain  sections  of  the  measure. 

The  new  policy  pertaining  to  PSROs  includes  a  further  resolve  explaining 
that  each  TMA  member  many  "determine  the  extent,  if  any,  of  his  participa- 
tion in  PSROs  or  similar  programs." 
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HEW    GUIDELINES 

PSRO's,  as  outlined  under  a  law  which  became  effective  in  January,  will 
be  set  up  according  to  Department  of  Health,  Education  and  Welfare  guide- 
lines. Special  review  groups  will  have  responsibilities  to  evaluate  both  the 
quality  and  costs  of  medical  care  throughout  the  country. 

The  PSRO  concept  is  opposed  by  much  of  organized  medicine  which  claims 
the  government  does  not  have  any  right  to  assess  the  quality  of  health  care 
services  nor  to  destroy  the  traditional  doctor-patient  relationships. 

Since  medical  societies  and  hospital  medical  staffs  already  provide  peer 
review,  the  opponents  of  PSRO's  contend  there  is  no  need  for  the  federal  gov- 
ernment to  step  in  and  institute  what  they  claim  will  be  a  costly,  bureaucratic 
system  of  review  groups. 

Dr.  George  Alexander,  president  of  the  Harris  County  Medical  Society,  told 
the  delegates  he  and  many  of  his  colleagues  "object"  to  a  TMA  lawsuit  against 
the  HEW  secretary. 

Alexander  said  the  lawsuit,  filed  in  Austin  last  week,  is  a  "counter-produc- 
tive" to  a  program  which  should  be  working  vigorously  for  repeal  of  the  new 
law. 

A  new  special  assessment  of  $100  to  all  12,000  members  to  help  finance  the 
legislative,  legal  and  educational  campaign  against  PSROs  was  authorized  by 
the  TMA  delegates. 

Exhibit  2. — Money  Receipt  and  Articles  of  Incorporation  of  TMA,  Filed  in  Texas 

The  State  of  Texas, 
The  Secretary  of  State. 

I  Mark  W.  White,  Jr.,  Secretary  of  State  of  the  State  of  Texas,  do  hereby 
certify  that  the  attached  is  a  true  and  correct  copy  of  the  following  described 
instruments  on  file  in  this  office : 

Money  Receipt  dated  December  27,  1971  filed  in  this  office  in  connection  with 
the  Articles  of  Incorporation  of  the  Texas  Medical  Foundation  filed  in  this 
office  December  27,  1971. 

In  testimony  whereof,  I  have  hereunto  signed  my  name  officially  and  caused 
to  be  impressed  hereon  the  Seal  of  State  at  my  office  in  the  City  of  Austin,  this 
13th  day  of  May,  A.D.  1974. 

Makk  W.  White, 
Secretary  of  State. 
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I,  Mark  W.  White,  Jr.,  Secretary  of  State  of  the  State  of  Texas,  do  hereby 
certify  that  the  attached  is  a  true  and  correct  copy  of  the  following  described 
instruments  on  file  in  this  office : 

The  Texas  Medical  Foundation :  Articles  of  Incorporation,  together  with  a 
letter  of  consent,  December  27,  1971. 

In  testimony  whereof,  I  have  hereunto  signed  my  name  officially  and  caused 
to  be  impressed  hereon  the  Seal  of  State  at  my  office  in  the  City  of  Austin,  this 
13th  day  of  May,  A.D.  1974. 

Maek  W.  White, 
Secretary  of  State. 
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Abticles  of  Incorporation 

OF 

The  Texas  Medical  Foundation 

We,  the  undersigned  natural  persons  of  the  age  of  twenty-one  (21)  years 
or  more,  at  least  two  of  whom  are  citizens  of  the  State  of  Texas,  acting  as 
incorporators  of  an  incorporation  under  the  Texas  Non-Profit  Corporation 
Act,  do  hereby  adopt  the  following  Articles  of  Incorporation  for  such  corpora- 
tion : 

ARTICLE    ONE 

The  name  of  the  corporation  is  The  Texas  Medical  Foundation. 

ARTICLE    TWO 

The  corporation  is  a  non-profit  corporation. 

ARTICLE   THREE 

The  period  of  its  duration  is  perpetual. 

ARTICLE   FOUR 

The  purpose  or  purposes  for  which  the  corporation  is  organized  are: 
(a)  To  promote,  develop,  define  and  encourage  the  distribution  of  medica» 
health  services  and  care  by  its  members  to  the  people  of  the  State  of  Texas 
at  a  reasonable  cost  to  both  patient  and  physician ;  to  preserve  unto  its  mem- 
bers, the  medical  profession,  and  the  public,  freedom  of  choice  of  both  patient 
and  physician,  to  guard  and  preserve  the  physician-patient  relationship  and 
its  innumerable  benefits ;  to  protect  the  public  health ;  to  provide  for  the  de- 
livery of  medical  and  health  care ;  to  work  and  study  in  cooperation  with  all 
insurance  companies,  group  hospital  service  plans,  and  prepaid  medical  care 
plans  that  provide  for  periodic  and  realistic  budgeting  of  medical  care  and 
health  sei^ices,  and  which  subscribe  to  and  provide  for  the  freedom  of  selec- 
tion and  the  guarantee  of  the  physician-patient  relationship  in  order  to  further 
promote  the  above  purposes ;  to  work  with  and  provide  information  and  assist- 
ance to  the  federal  government,  the  state  government,  local  government,  and 
the  general  public,  chambers  of  commerc,  agricultural  associations,  trade 
unions,  employers  and  employees  asociations  and  the  other  groups  and  indi- 
viduals as  to  the  fair  and  reasonable  cost  of  adequate  medical  care;  to  work 
in  conjunction  with  the  Texas  Medical  Association  and  other  societies  and 
associations  dedicated  to  the  betterment  of  health  care;  to  promote  these  pur- 
poses and  the  purposes  to  those  organizations,  namely :  the  development  and 
promotion  of  the  art  and  science  of  medicine  and  the  protection  of  public 
health ;  to  accept  gifts,  trusts,  and  donations ;  and  to  receive  property  by  devise 
and  bequests. 

(&)  To  negotiate,  enter  into,  make,  perform,  and  carry  out  contracts  of 
every  kind  for  any  lawful  purpose  with  any  person,  firm,  association,  corpora- 
tion, mvmicipality,  government,  state,  territory,  country  or  other  municipal 
or  government  subdivision. 

(c)  To  purchase,  acquire,  own,  hold,  lease  either  as  lessee  or  as  lessor,  sell, 
exchange,  mortgage,  deed  in  trust,  develop,  construct,  maintain,  equip,  ope- 
rate, and  generally  deal  in  real  property  and  other  buildings  and  any  and 
all  property  of  any  and  every  kind  or  description,  whether  real,  personal,  or 
mixed.  Subject  to  Part  Four,  Texas  Miscellaneous  Laws  Act. 

(d)  To  supervise,  manage  and  administer  for  its  members,  any  medical, 
health,  and  service  plans  which  involve,  but  are  not  limited  to  health  and 
medical  services  under  group  insurance  policies  or  contracts,  medical  or  hos- 
pital service  agreements,  membership  or  subscription  contracts  and  other 
similar  group  arrangements. 

(e)  To  foster,  encourage  and  coordinate  the  establishment  of  uniform 
standards  of  medical  care  and  health  services  amongst  the  member  foundations 
with  fair  and  reasonable  costs  for  the  same. 

(/)  To  establish  for  and  on  behalf  of  its  members  and  the  general  public  a 
standard  uniform  procedure  and  schedule  by  which  any  individual  receiving 
medical  or  health  service  and  care  will  have  the  opportunity  of  a  fair  hearing 
or  any  dispute  or  grievance  in  relation  thereto. 
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(g)  To  keep,  collect,  maintain,  record  and  preserve  records  and  statistical 
information  of  all  its  members  as  the  same  relate  to  all  programs  for  medical 
care  and  the  purposes  of  this  foundation ;  and  to  disseminate  and  make  avail- 
able the  same  to  all  parties  concerned  with  the  general  health  and  welfare 
of  the  public. 

{h)  From  time  to  time  to  apply  for,  purchase,  acquire,  transfer,  or  other- 
wise exercise,  carry  out,  and  enjoy  and  benefit,  right,  privilege,  prerogative,  or 
power  conferred  by,  acquired  under,  or  granted  by  any  statute,  ordinance, 
order,  license,  power,  authority,  franchise,  commission,  right,  or  privilege 
which  any  government  or  authority  or  governmental  agency  or  corporation 
or  other  public  body  may  be  empowered  to  enact,  make,  or  grant. 

(*)  To  perform  and  carry  on  any  activity  whatsoever  which  this  coriK) ra- 
tion may  deem  proper  or  convenient  in  connection  with  any  of  the  foregoing 
purposes  or  otherwise,  or  which  may  be  calculated  directly  or  indirectly  to 
promote  the  interests  of  this  corporation  or  to  enhance  or  further  the  accom- 
plishment of  any  of  its  powers,  purposes,  and  objects ;  to  conduct  its  business 
in  this  state,  and  in  other  states,  and  in  the  District  of  Columbia,  the  terri- 
tories and  colonies  of  the  United  States,  and  in  foreign  countries ;  and  to  hold, 
purchase,  mortgage,  and  convey  real  and  personal  property  either  in  or  out  of 
the  State  of  Texas,  and  to  have  and  to  exercise  all  the  powers  conferred  by 
the  laws  of  the  State  of  Texas  upon  corporations  formed  under  the  laws  pur- 
suant to  and  under  which  this  corporation  is  formed,  as  such  laws  are  now 
in  effect  or  may  at  any  time  hereafter  be  amended. 

(i)  To  carry  out  all  or  any  part  of  the  foregoing  objects  and  purposes  as 
principal,  agent,  or  otherwise,  either  alone  or  in  conjunction  with  any  per- 
son, firm,  association,  or  other  corporations  and  in  any  part  of  the  world ; 
and  for  the  purpose  of  attaining  or  furthering  any  of  its  objects  or  purposes, 
to  make  and  perform  such  contracts  of  any  kind  and  description,  to  do  such 
acts  and  things,  and  to  exercise  any  and  all  such  powers,  as  a  natural  person 
could  lawfully  make,  perform,  do,  or  exercise,  provided  that  the  same  shall 
not  be  inconsistent  with  the  laws  of  the  State  of  Texas. 

The  foregoing  statement  of  purposes  shall  be  construed  as  a  statement  of 
both  purposes  and  powers,  and  the  purpose  and  powers  stated  in  each  clause 
shall,  except  where  otherwise  expressed,  be  in  no  way  limited  or  restricted 
by  reference  to  or  inference  from  the  terms  or  provisions  of  any  other  clause, 
but  shall  be  regarded  as  independent  purposes. 

ABTICLE   FIVE 

The  street  address  of  the  initial  registered  oflSce  of  the  corporation  is  1801 
North  Lamar  Boulevard,  Austin,  Texas  78701,  and  the  name  of  the  initial 
registered  agent  at  such  address  is  C.  Lincoln  Williston. 

ARTICLE   SIX 

The  number  of  trustees  shall  not  exceed  thirty-five  (35).  The  number  of 
trustees  constituting  the  initial  Board  of  Trustees  of  the  Corporation  is  seven 
(7)   and  the  names  of  the  persons  who  are  to  serve  as  initial  Trustees  are: 

John  M.  Smith,  Jr.,  M.D. — 110  El  Prado  Drive  West,  San  Antonio,  Texas. 

James  A.  Hallmark,  M.D. — 951  West  Magnolia,  Fort  Worth,  Texas. 

Sam  N.  Key,  Jr.,  M.D.— 1301  West  38th  Street,  Austin,  Texas. 

Charles  W.  Yates,  M.D. — 2611  Avenue  G,  Rosenberg,  Texas. 

N.  L.  Barker,  M.D. — Post  OflSce  Box  10,  Paris,  Texas. 

Don  G.  Harrel,  M.D. — 1414  Stemmons  Avenue,  Dallas,  Texas. 

R.  Harvey  Bell,  M.D. — Post  OflSce  Drawer  279,  Palestine,  Texas. 

ARTICLE    SEVEN 

The  name  and  street  address  of  each  incorporator  is : 

Sam  N.  Key,  Jr.,  M.D.— 1301  West  38th  Street,  Austin,  Texas. 

John  M.  Smith,  Jr.,  M.D.— 110  El  Prado  Drive  West,  San  Antonio,  Texas. 

James  A.  Hallmark,  M.D. — 951  West  Magnolia,  Fort  Worth,  Texas. 

ARTICLE  EIGHT 

All  of  the  property  of  the  corporation  and  accumulations  thereof  shall  be 
held  and  administered  to  effectuate  its  purposes.   In  case  of  the  liquidation, 
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dissolution,  or  winding  up  of  ttie  corjKjration,  whetlier  voluntary  or  involun- 
tary, or  by  operation  of  law,  the  assets  and  properties  of  the  corporation  shall 
be  clistributed  and  disposed  of  by  the  Board  of  Trustees  of  the  corporation  in 
furtherance  of  exempt  purposes  to  a  non-profit  charitable,  educational,  or  scien- 
tific organization  which  is  itself  exempt,  or  to  the  State  of  Texas  or  a  local 
political  subdivision  of  the  State  of  Texas. 

In  witness  wereof,  we  have  hereunto  set  our  hands  this  the  23rd  day  of 
November,  A.D.  1971. 

John  M.  Smith,  Jr.,  M.D. 
Sam  N.  Key,  Jr.,  M.D. 
James  A.  Hallmark,  M.D. 
The  State  of  Texas, 
County  of  Travis 

I,  Mary  Jones,  a  Notary  Public,  do  hereby  certify  that  on  the  18th  day  of 
December,  1971,  personally  appeared  Sam  N.  Key,  Jr.,  who  being  by  me  first 
duly  sworn,  declared  that  he  is  the  person  who  signed  the  foregoing  document 
as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Mary  Jones, 
Notary  Public  in  and  for  Travis  County,  Tex. 
The  State  of  Texas, 
County  of  Bexar 

I,  Mary  C.  Brown,  a  Notary  Public,  do  hereby  certify  that  on  the  26th  day 
of  November,  1971,  personally  appeared  John  M.  Smith,  Jr.,  who  being  by  me 
first  duly  sworn,  declaretl  that  he  is  the  person  who  signed  the  foregoing  docu- 
ment as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Mary  C.  Brown, 
Notary  Piihlic  in  and  for  Bexar  County,  Tex. 
The  State  of  Texas, 
County  of  Tarrant 

I,  Eppie  Jo  Sanders,  a  Notary  Public,  do  hereby  certify  that  on  the  23rd  day 
of  November,  1971,  personally  appeared  James  A.  Hallmark,  who  being  by  me 
first  duly  sworn,  declared  that  he  is  the  person  who  signed  the  foregoing  docu- 
ment as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Eppie  Jo  Sanders, 
Notary  Public  in  and  for  Tarrant  County,  Tex. 

Texas  Medical  Association, 
Austin,  Tex.,  December  20,1971. 
Re :  the  Texas  Medical  Foundation. 
Hon.  Bob  Bullock, 
Secretary  of  State, 
State  Capitol  Building, 
Austin,  Tex. 

Dear  Mr.  Bullock  :  Under  the  authority  vested  in  me  as  Executive  Secre- 
tary of  the  Texas  Medical  Association  by  the  Board  of  Trustees  of  the  said 
Association  and  by  its  Constitution  and  By-Laws,  I  herewith  notify  you  that 
the  Texas  Medical  Association  has  no  objection  to  the  issuance  of  a  corporate 
charter  to  the  Texas  Medical  Foundation  and  approves  the  use  of  the  words 
"Texas  Medical"  in  the  name  of  the  Texas  Medical  Foundation. 

In  witness  hereof,  I  attach  my  signature  and  the  seal  of  the  Texas  Medical 
Association. 

C.  Lincoln  Williston, 
Executive  Secretary,  Texas  Medical  Association. 
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Exhibit  3. — Numerous  Articles  Concerning  Texas  Health  Care  for  the  Poor 
[From  the  San  Antonio  Express,  Aug.  8,  1972] 

THE  POLITICS   OF  GETTING   HEALTH  CARE  FOR  THE  POOR  OF 

SAN  ANTONIO 

(The  Good  Guys  Finish  Last) 
97%  OF  S.A.  Jobless,  Half  of  People  Live  In  4th  of  City  Aeea 

(By  Joy  Cook) 

Almost  half  of  the  population,  about  half  of  the  work  force  and  practically 
all  of  the  unemployed  of  San  Antonio  are  packed  into  an  area  that  is  only 
27  per  cent  of  the  city.  This  T-shaped  section  is  the  city's  poverty  zone  where 
one  out  of  every  four  families  earn  less  than  $3,000  a  year. 

The  families  in  this  area  are  more  crowded,  larger,  less  educated  and  have 
more  women  heads  of  families  than  in  anywhere  else  in  the  city. 

The  statistics  are  new,  but  the  situation  is  well  known.  The  western  half  of 
the  area  has  already  been  the  target  of  millions  of  antipoverty  dollars.  Little 
has  been  done  for  economic  development  out  of  those  millions. 

In  the  euphoria  surrounding  HemisFair  68,  U.S.  Rep.  Henry  B.  Gonzalez 
urged  City  Council  to  knuckle  down  and  apply  for  designation  as  a  federal 
Economic  Development  Act  (EDA)  special  impact  area. 

After  five  years  of  talking,  and  two  councils  later,  the  city  is  getting  around 
to  setting  up  the  formal  structure  needed  to  secure  the  EDA  designation. 

An  application  for  the  hardship  area  designation  and  projects  totaling  about 
$2.4  million — including  an  East  Side  opportunities  center  and  a  new  industrial 
park  development  corporation' — is  to  be  whipped  into  shape  in  Austin  Tuesday 
with  regional  EDA  ofl5cials,  according  to  Frank  Leach  who  heads  the  city's 
economic  development  division. 

The  hoped  for  industrial  park  development  corporation  would  develop  land 
inside  the  central  city  to  be  then  offered  at  low  rates  to  new  industries  as 
sites. 

"Right  now,  development  costs  are  so  high  in  central  city  any  new  industry 
usually  is  attracted  to  suburban  industrial  parks,"  Leach  said. 

The  corporation,  which  would  work  closely  with  the  chamber  of  commerce 
and  industrial  foundations,  would  be  independently  chartered  with  City  Council 
appointing  its  board. 

Land  the  corporation  would  offer  for  industrial  sites  likely  would  be  acquired 
through  cooperation  with  the  urban  renewal  programs  of  the  San  Antonio 
Development  Agency  and  streets,  sewers  and  utilities  could  be  installed  through 
special  public  works  funds  under  EDA. 

The  biggest  chunk  of  the  city's  initial  request  will  be  for  just  such  public 
works  projects,  Leach  said.  The  request  will  be  for  more  than  $1  million  from 
EDA  with  another  $400,000  in  local  matching  funds,  other  federal  sources  and 
in-kind  services  to  round  out  the  package. 

Leach  said  the  plan  would  create  jobs  in  the  special  impact  area  at  the 
same  time  it  would  provide  needed  improvements  for  industrial  parks  and 
commercial  zones. 

Of  equal  importance,  the  request  will  be  made  for  $250,000  to  create  an 
opportunities  center  on  the  East  Side,  which  is  in  the  poverty  zone,  and  funding 
oflSces  to  provide  aid  to  minority  businessmen  in  areas  such  as  bookkeeping  or 
applying  for  federal  loans,  job  counseling,  health  and  consumer  information. 

Leach,  who  compiled  the  statistics  that  forms  the  basis  of  the  request,  said 
another  $250,000  will  be  sought  to  supplement  existing  manpower  programs  in 
the  city,  but  he  cautioned  that  this  particular  area  may  not  rereceive  a  high 
priority  from  the  regional  EDA  officials. 

If  regional  EDA  officials  agree  "that  we're  on  the  right  track,"  Leach  said 
approval  then  must  come  from  the  Mayor's  Economic  Development  Council 
and  City  Council  before  the  application  can  enter  formal  funding  channels. 

"We've  been  given  a  good  indication  that  the  funding  wiU  be  available  and 
that  San  Antonio  will  be  de.signated  as  a  .special  impact  area.  The  figures  from 
the  1970  special  census  surve.v  of  the  impact  area  certainly  show  that  it  is 
full  of  hardship."  Leach  concluded. 
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[From  the  San   Antonio  Express,  Aug.   10,   1972] 

S.A.'s  Spanish-Speakers  Highest  Concentbation  in  State 
(By  Nell  Fenner  Grover) 

A  report  from  1970  census  figures  shows  the  San  Antonio  area  had  the  state's 
largest  single  concentartion  of  residents  of  Spanish  heritage. 

The  report  on  Texans  of  Spanish  heritage,  compiled  by  the  U.S.  Commerce 
Department's  Social  and  Economic  Sstatistics  Administration,  said  the  San 
Antonio  area's  361,152  Spanish-speaking  residents  represented  47  per  cent  of  the 
population. 

An  earlier  report  on  the  city  itself— not  counting  its  surrounding  area- 
showed  a  Spanish-speaking  population  of  341,333,  or  52.2  per  cent  of  the 
total. 

Statewide,  nearly  one  in  five  Texans  were  of  Spanish  heritage.  The  report 
shows  that  of  the  state's  11,195,416  total  population,  18  per  cent  or  2,059,671 
were  of  Spanish  language  or  had  a  Spanish  surname. 

Of  that  total,  1,723,531,  or  84  per  cent,  lived  in  urban  area.  While  San 
Antonio  had  the  greatest  number  in  an  urbanized  area,  the  Brownsville  and 
Laredo  urban  areas  were  reported  to  have  the  highest  proportion,  with  86 
per  cent  in  each. 

The  median  age  of  the  state's  Spanish-speaking  population  was  19.3  years 
compared  to  26.5  years  for  the  total  population. 

Persons  of  Spanish  heritage  over  25  years  old  averaged  7.2  years  of  com- 
pleted schooling,  while  the  state's  total  population  in  the  same  age  group 
averaged  11.6  years. 

Six  per  cent  of  the  423,780  families  of  Spanish  heritage  had  incomes  of 
$15,000  or  more,  while  17  per  cent  of  all  Texas  families  were  in  that  income 
bracket.  At  the  opposite  end  of  the  scale,  21  per  cent  of  Spanish-heritage 
families  had  incomes  below  $3,000,  but  only  13  per  cent  of  all  Texas  families 
had  incomes  below  that  figure. 

[From  the  San  Antonio  Express,  July  23,  1972] 

"What  They  Are  Saying  About  Us  : 

Establishment  Winning  Fight  Against  Health  Cabe  fob  Poor 

The  controversy  surrounding  the  University  of  Texas  Medical  School 
at  San  Antonio  is  dravnng  widespread  attention.  This  story  was  pub- 
lished this  past  week  hy  major  newspapers  throughout  the  country. 

(By  William  Hines) 

Washington. — Medical  innovators  seeking  to  bring  a  decent  standard  of 
health  care  to  the  poor  are  fighting  an  uphill  battle  against  vested  interests 
if  recent  developments  in  the  South  and  Southwest  are  valid  indicators. 

With  the  political  season  warming  up  and  with  organized  medicine's  MED- 
PAC  campaign  coffers  full  to  overflowing,  fresh  efforts  to  stamp  out  the  New 
Medicine  are  expected  to  materialize  elsewhere. 

In  Mound  Bayou,  a  settlement  in  the  Delta  region  of  Mississippi,  a  commu- 
nity health  project  started  in  the  mid-'60s  by  a  New  England  medical  school 
faces  closeout  because  Gov.  William  Waller  has  decided  not  to  permit  further 
funding  by  the  federal  Office  of  Economic  Opportunity.  About  35,000  impo- 
verished rural  blacks  will  lose  the  only  medical  attention  most  of  them  have 
ever  had. 

In  San  Antonio,  which  has  the  second  largest  Mexican-American  population 
in  the  United  States  (after  Los  Angeles),  several  hundred  thousand  Mexican- 
Americans  and  a  smaller  but  substantial  number  of  blacks  may  be  denied 
neighborhood  clinic  services  because  of  a  crisis  at  the  University  of  Texas 
Medical  School  there. 

The  definite  action  in  both  instances  was  taken  on  the  political  level — by 
the  governor  in  Mississippi  and  the  state  university  system  regents  in  Texas — 
but  behind  each  there  was  sustained  pressure  from  a  deeply  conservative  medi- 
cal establishment  intent  on  blocking  innovations  in  health  care  that  it  regards 
as  socialistic  or  worse. 
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Of  the  two  cases,  the  one  in  San  Antonio  shows  more  earmarks  of  the 
classic  power  play  by  organized  doctors,  particularly  the  leadership  of  the 
Texas  Medical  Association,  whose  lobbying  voice  in  Austin  is  at  least  as 
loud  as  that  of  the  American  Medical  Association  in  Washington. 

Pressure  on  the  regents  by  the  Texas  association  and  its  local  branch,  the 
Bexar  County  Medical  Society,  resulted  last  month  in  the  ouster  of  Dr.  F. 
Carter  Pannill  as  dean  and  Dr.  Leon  Cander  as  chairman  of  the  Department 
of  Physiology  and  Medicine  at  the  Medical  school. 

Pannill  was  charged  with  permitting  administrative  irregularities  at  the 
school  but  several  influential  figures  in  the  city  say  the  real  reason  was  that 
Cander  was  teaching  community-oriented  medicine  and  Pannill  was  permitting 
him  to  do  so. 

With  Pannill  and  Cander  out,  says  Luis  Villamontes,  assistant  director  of 
the  Roman  Catholic  Archdiocese's  social-action  agency,  the  Committee  for 
Mexican  American  Affairs,  the  whole  philosophical  orientation  of  the  medical 
school  is  now  going  to  change. 

Charles  O.  Kilpatrick,  editor  and  publisher  of  the  San  Antonio  Express, 
agrees  and  adds  that  the  medical  establishment  is  endangering  the  future  of 
the  medical  school.  Although  San  Antonio  is  Texas'  third  largest  city  with  a 
population  approaching  700,000,  it  has  only  the  one  medical  school  and  has 
had  it  only  since  1968. 

Oscar  Jesus  Valdez,  a  leader  of  the  Mexican  American  community,  views 
the  struggle  over  the  medical  school's  role  in  the  inner  city  as  a  town  and 
gown  conflict.  Doctors  who  are  established  in  practice  don't  want  wild-eyed 
young  practitioners  from  the  school  invading  their  turf. 

The  ironic  thing,  as  Kilpatrick  sees  it,  is  that  treating  the  poor  who  get 
no  medical  attention  now  would  not  take  a  penny  out  of  the  pockets  of  estab- 
lished doctors.  Some  who  oppose  it  most  are  so  busy  now  that  if  you  wanted 
an  appointment  you'd  have  to  wait  two  weeks,  he  said  in  a  phone  interview. 

The  essential  difference  between  Mound  Bayou  and  San  Antonio  is  that  the 
Mississippi  Delta  town  is  all  black  and  practically  all  poor,  whereas  the  Texas 
city  is  heterogeneous  (52  per  cent  Mexican- American,  8  per  cent  black,  40 
per  cent  Anglo)  and  contains  a  complete  economic  spectrum  from  the  grind- 
ingly  poor  to  the  ostentatiously  rich. 

Of  the  two,  San  Antonio  has  by  far  the  better  resources  for  taking  care  of 
its  own  people's  health  needs.  It  has  a  tradition,  too,  of  excellence  in  medicine 
due  chiefly  to  the  presence  of  two  military  hospitals  where  some  of  the  best 
specialized,  casualty-oriented  medicine  in  the  world  is  practiced. 

Despite  all  this,  the  record  for  health  care  in  San  Antonio  is  spotty,  to  put 
it  charitably.  There  are  more  than  900  doctors  in  Bexar  County  with  a 
population  of  about  800,000,  but  in  the  Model  Cities  area  of  west-central  San 
Antonio  where  some  150,000  poor  Mexican-Americans  live,  there  are  only  15. 

Thus  there  is  one  physician  to  about  10,000  residents  in  the  Model  Cities 
area  and  one  to  about  900  residents  in  the  county  as  a  whole.  On  the  heavily 
black  east  side  of  town  the  ratio  is  even  worse  than  in  Model  Cities. 

The  story  of  an  epidemic  of  diphtheria  in  1970-71 — almost  unthinkable  in 
any  large  city  nowadays — illustrates  even  more  clearly  the  lack  of  attention  to 
the  health  needs  of  San  Antonio's  urban  poor. 

The  epidemic  telegraphed  its  punch  in  1969  with  a  67  per  cent  rise  in 
reported  diphtheria  over  1968.  By  March  of  1970  there  had  been  12  diphtheria 
cases,  most  of  them  in  the  Mexican-American  quarter,  and  it  was  clear  to 
many  people  that  an  epidemic  was  under  way. 

When  state  Sen.  Joe  Bernal  of  San  Antonio  spoke  with  alarm  to  Gov. 
Preston  Smith  about  the  problem,  Smith  is  reported  to  have  replied:  What 
problem  ? 

Eventually  the  diphtheria  epidemic  ran  its  course,  but  not  before  201  persons 
had  been  stricken,  three  had  died  and  170  had  been  taken  to  the  county  hos- 
pital where  their  treatment  cost  the  taxpayers  about  $1,500  per  patient  or 
roughly  a  quarter  of  a  million  dollars. 

The  irony  of  it  all,  says  Valdez,  is  that  diphtheria  inoculations  cost  only 
about  17  cents  apiece. 

The  efforts  of  Pannill  and  Cander  to  prevent  a  recurrence  of  this  sort  of 
thing  by  bringing  basic  medicine  to  the  people  in  neighborhood  clinics  is 
credited    with    getting   them    into   trouble   with   the   establishment.    After   his 
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ouster,  Pannill  said  the  focal  question  in  the  controversy  was  the  role  of  a 
great  medical  school  in  a  changing  society. 

Albert  Pena,  a  member  of  Bexar  County's  Commissioners  Court,  blamed  the 
upheaval  on  the  "Texas   Medical  Mafia"   which,  he  said,  has  taken  over  the 

medical  school.  . 

The  only  crime  Pannill  and  Cander  committed,  Pena  said,  was  initiation  ot 
a  program  to  help  the  poor  in  this  community. 

As  it  shapes  up  now;  community  medicine  in  San  Antonio  seems  to  be  in 
the  hands  of  the  establishment,  which  has  organized  a  separate  health  care 
program  that  operates  out  of  doctor's  offices  on  the  classic  fee-for-service 
(piecework)  formula.  The  big  trouble  with  this  program  its  critics  say,  is  that 
it  doesn't  cater  to  the  poor. 

Mound  Bayou  is  probably  destined  to  end  up  in  the  establishment's  hands, 
too,  which  could  mean  a  reversion  to  the  old  days  when  Bolivar  County,  Miss., 
had  two  doctors,  one  black,  and  one  white,  neither  very  distinguished  in  his 
profession. 

The  health  of  Delta  blacks  is  said  to  have  improved  considerably  since 
Dr.  H.  Jack  Geiger  of  the  Tufts  University  Medical  School  in  Boston  opened 
up  his  first  OEO-supported  clinic  there  in  the  '60s.  When  Geiger  got  there  he 
found  that  the  principal  medical  complaint  was  malnutrition. 

[From  the  San  Antonio  Express  News,  Apr.  23,  1972] 

Those  who  have  been  talking  about  leasing  Bexar  County  Hospital  to  the 
University  of  Texas  might  be  wise  to  take  aonther  look  at  some  of  the 
political  costs  involved. 

If  the  idea  has  been  attractive  to  some  San  Antonians  because  they  felt 
the  university  system  was  "above  politics,"  they  face  an  agonizing  reappraisal. 

The  hospital  was  built  with  taxes  authorized  by  constitutional  provisions 
which  make  the  hospital  district  fully  responsible  for  providing  "medical  and 
hospital  care"  for  all  needy  inhabitants  of  the  county. 

So  far  this  goal  has  meshed  well  with  the  philosophy  of  the  UT  Medical 
School  since  some  years  ago  it  was  directed  to  study  and  initiate  innovative 
methods  of  delivering  care. 

But  more  recently,  the  UT  Board  of  Regents  has  embarked  on  a  different 
course.  For  example,  UT  medical  installations  have  been  strongly  discouraged, 
if  not  barred,  from  participating  in  the  experimental  health  maintenance  or- 
ganizations (HMO)   which  are  being  pushed  by  the  Nixon  administration. 

Instead  of  encouraging  programs  reaching  into  the  community  to  improve 
the  quality  of  medical  care,  the  aim  of  the  regents  appears  to  be  to  restrict 
the  medical  .schools  to  no  more  than  the  mechanical  production  of  doctors. 
Forgotten  by  the  state  level  politioos.  it  seems,  are  the  many  promises  made 
San  Antonians  that  the  medical  school  would  upgrade  the  quality  of  care  for 
all  residents  of  the  county. 

It  is  this  sudden  shift  in  mission  which  lies  behind  the  impending  upheaval 
at  the  UT  Medical  School  here.  So  far  as  the  conservative  medical  establish- 
ment of  the  Texas  Medical  Association  is  concerned,  the  local  school  has  been 
much  too  diligent  in  seeking  better  ways  to  deliver  medical  care  to  the  poor. 

In  such  a  situation,  politicians  decree  that  heads  must  roll.  Selected  for 
the  San  Antonio  purge  have  been  Dr.  Leon  Cander,  chairman  of  the  Depart- 
ment of  Medicine,  and,  in  all  probability.  Dean  F.  Carter  Pannill  himself. 

The  big  problem,  of  course,  lies  in  the  increased  politicization  in  recent  years 
of  the  Board  of  Regents,  as  typified  by  Regent  Frank  Erwin's  intereference  in 
affairs  of  the  Austin  campus. 

There  are  deepening  fears  that  Dr.  Joe  T.  Nelson,  named  to  the  board  last 
year  by  Gov.  Preston  Smith,  will  become  the  Frank  Erwin  of  the  medical 
schools.  Unlike  the  quiet  and  scholarly  Dr.  E.  T.  Ximenes  of  San  Antonio, 
whom  he  presumably  replaced.  Dr.  Nelson,  a  Weatherford  general  practitioner, 
is  a  big  leagnie  medical  politician. 

Nelson  is  a  member  of  the  very  powerful  board  of  directors  of  the  American 
Medical  Political  Action  Committee  which  is  ranked  just  behind  the  AFL- 
CIO's  COPE  in  terms  of  money  dished-out  to  key  candidates  over  the  U.S. 
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A  recently  published  book,  "Political  Brokers,"  quotes  Nelson  as  saying  that 
Texas  PAC — the  Texas  version  of  AMPAC — had  "helped  elect  a  state  supreme 
court  judge  and  helped  Bentsen  beat  Sen.  Yarborough  in  the  May  2  (1970) 
primary." 

In  1970  AMPAC  and  the  state  pacs  were  involved  in  approximately  350 
congressional  races.  TexPac  has  been  a  generous  contributor  to  the  campaigns 
of  many  key  politicos  of  the  Lone  Star  state  and  Nelson  is  its  former 
chairman. 

Needless  to  say,  a  man  who  helps  distribute  the  type  of  campaign  largesse 
produced  by  these  political  arms  of  the  American  Medical  Association  and  the 
Texas  Medical  Association  receives  the  undivided  attention  of  politicos  when 
he  consults  with  them.  Even  so,  it's  somewhat  extraordinary  for  a  man  so 
deeply  involved  in  interest  group  politics  to  be  elevated  to  the  presumably 
non-partisan  board  of  the  university  system. 

From  the  standpoint  of  Bexar  County  and  the  future  of  its  hospital  district 
and  major  hospital  the  new  trend  of  the  Board  of  Regents  bears  close  watch- 
ing. There's  a  clear  portent  that  a  state  board — not  responsible  to  the  voters 
of  Bexar  County — may  wind  up  calling  the  tune  regarding  the  county's 
system  of  medical  care,  while  the  taxes  are  provided  at  the  local  level. 

[From  the  San  Antonio  Express,  July  9,  1972] 
Strong  Suppobt  Subfaces  To  Cueb  Regent  Frank  Ebwin 

The  vote  of  63  legislators  last  week  to  censure  Frank  Erwin,  the  UT  regent, 
is  a  stout  rebuke  even  in  failing  of  the  necessary  two-thirds  of  the  mem- 
bership. 

The  vote  was  five  more  than  a  majority  of  those  voting  in  the  150-member 
House.  The  nay  vote  was  58. 

The  resolution  was  offered  by  Rep.  Frances  Farenthold,  who  remarked  that 
she  had  never  won  that  many  votes  on  anything  in  the  House  before.  Thus, 
the  rebuke  was  a  serious  expression  of  concern  for  the  affairs  of  the  great 
UT  System  and  the  inordinate  influence  generally  attributed  to  Erwin,  who 
once  was  chairman  of  the  board  of  regents. 

The  resolution  was  particularly  critical  of  the  incredible  events  that  led  to 
dismissal  as  dean  of  Dr.  Carter  Pannill  at  the  UT  Medical  School  in  San 
Antonio.  Other  influences  were  involved  and  Dr.  Pannill  wasn't  even  the 
prime  target  of  the  displeasure  of  the  chancellor.  That  shows  how  irrational 
the  political  interference  became. 

The  resolution,  by  gaining  63  votes,  was  a  psychological  lift  to  numerous 
persons  on  the  San  Antonio  and  Austin  campuses,  as  well  as  to  others  who 
have  seen  the  adverse  effect  of  Erwin's  activities  in  recent  years. 

[From  the  San  Antonio  Express,  June  13,  1972] 
Pannill:  Clinic  Reason 

Dr.  F.  Carter  Pannill,  ousted  as  dean  of  the  University  of  Texas  Medical 
School  at  San  Antonio  last  week  amid  charges  that  he  had  made  "errors  in 
administrative  judgment,"  Monday  denied  the  charges  and  said  that  ".  .  .  my 
abiding  consolation  and  ultimate  defense  is  the  unquestionable  excellence  of 
the  school." 

Pannill,  whose  firing  was  upheld  Friday  by  the  UT  Board  of  Regents  at  a 
meeting  in  Galveston,  declared  "the  wrong  reasons"  were  given  for  his  termi- 
nation and  said  false  impressions  had  been  given  that  the  medical  school  is 
not  well  managed. 

Rather,  Pannill  charged  that  the  real  reason  for  his  firing  is  "an  important 
disagreement  about  the  critical  matter  of  the  role  of  a  great  medical  school  in 
a  changing  society." 

This  was  an  apparent  reference  to  the  federally  funded  health  clinic  for  the 
poor  which  was  conceived  by  Dr.  Leon  Cander.  Pannill  said  last  week  that  he 
had  been  asked  to  secure  Cander's  resignation.  The  following  day,  UT  Systems 
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Chancellor  Dr.  Charles  LeMaistre  fired  Pannill,  lamenting  the  fact  that  he 
had  discussed  internal  matters  of  the  school  with  Pannill  and  then  "read  them 
the  next  day  in  the  press." 

In  his  statement,  Dr.  Pannill  said  the  "real  issue  was  the  retention  of  Dr. 
Cander  and  his  program."  He  said  other  reasons  given  by  Regent  Frank  Erwin 
for  Pannill's  removal  "have  no  bearing  on  the  real  issue." 

The  full  text  of  Dr.  Pannill's  statement  follows  : 

"On  June  9,  1972,  the  Board  of  Regents  of  The  University  of  Texas  System 
ratified  the  action  taken  on  June  6,  1972,  by  Chancellor  LeMaistre  terminating 
my  appointment  as  Dean  of  The  University  of  Texas  Medical  School  at  San 
Antonio. 

"I  accept  this  action  as  final  and  wish  to  make  a  statement  for  the  sake  of 
the  medical  school  and  the  community,  since  I  believe  the  issues  culminating 
on  my  release  must  be  plainly  identified.  It  is  my  sincere  wish  that  the  best 
interests  of  the  San  Antonio  Medical  School  be  preserved,  so  that  the  students 
who  are  currently  enrolled,  the  new  students  who  will  enroll  in  two  weeks,  the 
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faculty  which  has  worked  so  diligently  to  provide  a  quality  program  of  in- 
struction, and  the  community  which  has  worked  to  support  the  medical  school 
will  be  encouraged  to  continue  all  of  their  activities. 

"It  is  clear  that  the  position  of  institutional  head  of  one  of  the  component 
units  of  The  University  of  Texas  System  is  an  administrative  position  which 
is  held  at  the  daily  pleasure  of  the  chancellor  and  the  board  of  regents  and 
this  is  proper.  It  is  also  clear  that  if  an  institutional  head  makes  decisions 
with  which  the  chancellor  and  the  board  of  regents  do  not  agree,  the  appoint- 
ment may  be  terminated  if  the  disagreement  is  over  a  suflSciently  serious  issue. 
Differences  of  opinion  over  policy  and  personnel  matters  are  a  healthy  ex- 
pression in  the  operation  of  the  dynamic  social  instrument  which  is  a  modern 
university.  It  is  vital  that  the  issues  be  understood  by  all  concerned,  and  as 
a  result  of  inadequate  exposure  of  the  basic  issues,  the  reactions  of  the  past 
week  have  not  been  clearly  understood. 

"The  fundamental  issue  is  the  desire  on  the  part  of  some  members  of  the 
board  of  regents  to  remove  Dr.  Leon  Gander  from  the  chairmanship  of  the 
Department  of  Physiology  and  Medicine  and  my  refusal  to  comply.  Since 
January,  1965,  when  I  assumed  the  deanship,  it  has  been  my  stated  objective 
to  develop  a  medical  school  which  will  educate  students  to  become  physicians 
who  are  prepared  to  take  their  place  in  a  society  with  rapidly  changing  de- 
mands for  health  care.  These  rapidly  changing  demands  will,  in  my  opinion, 
require  many  different  types  of  systems  of  health  care  delivery. 

"Accordingly,  acting  under  a  policy  statement  approved  by  the  Board  of 
Regents  in  January,  1969,  I  urged  Dr.  Gander  and  other  faculty  members  to 
design  experimental  models  of  delivery  of  health  services  which  could  be  used 
for  the  instruction  of  medical  students  and  resident  physicians  in  family 
practice.  One  such  model  is  the  now  successful  OEO  Comprehensive  Family 
Health  Genter  in  operation  at  the  Robert  B.  Green  Hospital  and  soon  to 
expand  to  the  facilities  of  the  Holy  Redeemer  Glinic  on  the  East  Side.  The 
objections  raised  by  certain  members  of  the  Bexar  Gounty  Medical  Society  are 
well  known,  and  following  several  sessions  of  negotiations,  these  objections 
were  overcome.  A  vote  of  approval  of  the  Society  was  obtained  first  in  1970, 
again  in  1971,  and  more  recently  in  May,  1972  for  continuation  of  the  project. 
The  board  of  regents  has  also  approved  the  project  in  the  same  time  sequence 
up  to  the  present.  Dr.  Gander  as  author  of  the  proposal  has  been  criticized 
for  his  manner  and  actions  on  the  development  and  subsequent  operation  of 
the  clinic. 

"Some  months  ago,  I  was  informed  verbally  by  the  Ghancellor  of  The  Uni- 
versity of  Texas  System  that  certain  members  of  the  board  of  regents  wished 
that  I  terminate  Dr.  Gander's  assignment  os  departmental  chairman  on  the 
basis  of  these  criticisms.  I  declined  to  do  so  and  over  the  course  of  the  next 
several  weeks,  the  subject  was  discussed  many  times.  Recently,  Dr.  Gander 
decided  on  his  own  initiative  to  resign  at  the  end  of  the  1972-73  academic  year 
and  further  efforts  by  the  chancellor  to  advance  this  date  resulted  in  the  pub- 
licity of  the  past  week. 

"The  real  issue  was  the  retention  of  Dr.  Gander  and  his  program.  Other 
reasons  given  by  the  former  chairman  of  the  board  of  regents  for  my  removal 
have  no  bearing  on  the  real  issue.  The  issue  was  not  financial  irregularities 
at  the  school.  The  school's  fiscal  records  are  kept  in  accordance  with  procedures 
established  by  the  chancellor's  oflSce.  These  records  are  regularly  audited,  and 
audit  reports  are  furnished  to  the  chancellor.  Nothing  has  been  concealed. 
The  augmentation  of  faculty  salaries  on  a  permissive  basis  is  conducted  under 
policies  of  the  board  and  the  source  of  augmentation  is  professional  fees 
collected  by  physician  faculty  members.  Those  in  question  were  reported 
verbally  and  in  writing  to  the  chancellor,  but  to  my  knowledge  had  not  been 
submitted  by  him  to  the  board  for  approval.  The  reference  to  contributions  to 
legislative  candidates  involves  authorization  to  purchase  tickets  to  social  func- 
tions given  to  honor  certain  incumbent  legislators  and  paid  for  from  funds 
privately  donated  to  the  school  as  iinrestricted  accounts.  In  neither  instance 
was  there  anv  use  of  funds  appropriated  by  the  Legislature. 

"Other  comments  made  by  the  chancellor  and  certain  regents  deserve  explana- 
tion since  they  imply  that  the  school  is  strife-torn  or  that  its  accreditation  is 
in  jeopardy.  A  reference  to  the  resignation  of  20  faculty  members  is  numerically 
correct  but  should  not  be  viewed  with  alarm.  Each  of  these  resignations  was 
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prompted  by  the  individual  situations  of  the  persons  involved.  Some  resigned 
to  accept  positions  of  higher  academic  rank  at  other  medical  schools  which 
is  a  constant  factor  in  the  mobile  population  of  academic  faculty.  Indeed  it 
must  be  remembered  that  all  of  the  faculty  at  the  San  Antonio  Medical  School 
came  from  other  school  originally.  Some  resigned  to  enter  the  private  practice 
of  medicine;  a  constant  temptation  because  of  the  higher  personal  income 
available.  Some  resigned  because  of  the  replacement  of  the  chairman  of  path- 
ology six  months  ago ;  a  problem  which  was  well  on  the  way  to  resolution 
before  the  current  turmoil.  It  is  factual  that  a  turnover  of  20  faculty  members 
out  of  a  faculty  of  209,  especially  in  a  new  institution  is  by  no  means  unusual. 

"The  reference  to  the  status  of  accreditation  of  the  medical  school  is  espe- 
cially misleading.  The  visits  to  the  school  by  the  liaison  committee  of  the 
American  Medical  Association  and  the  Association  of  American  Medical  Colleges 
were  on  the  established  schedule  for  new  schools  of  medicine.  The  reports  of 
these  visits  included  comments  on  many  aspects  of  development,  and  resulted 
in  the  approval  of  the  programs  and  the  extended  approval  of  the  school  on 
the  seven  year  schedule  customary  for  all  American  medical  schools.  Reference 
was  made  in  the  reports  to  the  academic  experiment  of  the  combination  of  the 
departments  of  physiology  and  medicine  as  'an  administrative  anomaly'  which 
is  correct,  but  no  concern  was  expressed  as  to  the  quality  of  the  academic 
programs.  If  the  chancellor  was  previously  concerned  over  the  reports,  this 
concern  was  not  presented  to  me  for  discussion  with  the  faculty.  It  may  well 
seem  desirable  to  separate  the  departments  at  some  future  date,  but  this 
decision  is  unrelated  to  the  status  of  accreditation. 

"I  regrret  that  the  wrong  reasons  have  been  given  for  my  termination.  They 
present  a  totally  incorrect  impression  that  the  San  Antonio  Medical  School  is 
not  well  managed,  that  its  financial  operations  are  not  fully  disclosed  and 
audited,  that  its  faculty  is  disunited,  that  its  organization  is  faulty,  and  that 
its  very  accreditation  is  in  danger.  These  impressions  are  wrong  and  do  a 
distinct  disservice  to  the  exceptionally  fine  faculty,  administrative  staff  and 
student  body  of  the  school,  as  well  as  to  the  San  Antonio  community  which 
has  so  unsparingly  supported  it,  and  the  entire  University  System  and  the 
Regents  themselves. 

"I  ask  that  my  termination  be  placed  squarely  in  the  reason  for  it,  an 
important  disagreement  about  the  critical  matter  of  the  role  of  a  great 
medical  school  in  a  changing  society. 

"I  do  indeed  regard  the  San  Antonio  Medical  School  as  a  great  institution. 
In  the  entire  controversy  by  abiding  consolation  and  ultimate  defense  is  the 
unquestionable  excellence  of  the  school  I  intend  to  do  everything  in  my  power 
to  promote  the  continuance  of  that  quality." 

[From  the  San  Antonio  Express.  June  15.  1972] 
UT  Exes  in  S.A.  Probing  Med  School 

The  San  Antonio  Chapter  of  the  University  of  Texas  Ex-Students'  Associa- 
tion has  named  a  special  subcommittee  to  investigate  the  propriety  of  last 
week's  firing  of  F.  Carter  Pannill  as  dean  of  the  University's  Medical  School 
at  San  Antonio. 

The  announcement  was  made  "Wednesday  by  chapter  president  Bill  Bradley, 
who  said  the  three-member  subcommittee  will  consist  of  lawyer  Jerry  A.  Gib- 
son, pharmacist  Irving  H.  Middleman  and  Dr.  Charles  Giesey,  a  dentist. 

Bradley  said,  "Many  UT  Exes  have  expressed  concern  over  the  bad  publicity 
the  university  has  received  these  past  two  years  due  to  actions  of  the  Board 
of  Regents  and  particularly  some  of  its  members." 

"The  San  Antonio  association  directors,"  he  added,  "in  response  to  urging 
to  take  a  public  stand  on  these  matters,  have  created  a  subcommittee  to 
recommend  action." 

He  .said  the  group  will  report  at  the  next  chapter  meeting  scheduled  for 
June  28. 

Pannill  was  ousted  last  week  amid  charges  that  he  had  made  "errors  in 
administrative  judgment."  The  firing  was  upheld  Friday  by  the  Board  of 
Regents  at  a  meeting  in  Galveston. 

Pannill  has  declared  that  "the  wrong  reasons"  were  given  for  his  termination 
and  that  the  real  reason  was  "an  important  disagreement  about  the  critical 
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matter  of  the  role  of  a  great  medical  school  in  a  changing  society,"  an  apparent 
reference  to  the  controversial,  federally-funded  health  clinic  for  the  poor  that 
the  medical  school  is  operating  at  the  Green  Hospital. 

[From  the  San  Antonio  Express,  Aug.  15,  1972] 
Panel  Hits  Erwin  About  UT  Med 

University  of  Texas  System  Regent  Frank  Erwin  was  blasted  for  actions 
that  were  "unwise  and  irresponsible"  Monday  by  a  committee  which  investi- 
gated the  recent  turmoil  at  the  University  of  Texas  Medical  School  at  San 
Antonio. 

The  charges  appeared  in  a  statement  released  by  Bill  Bradley  on  behalf  of 
the  board  of  directors  of  the  San  Antonio  chapter  of  the  University  of  Texas 
Ex-Students  Association.  Bradley  is  president  of  the  chapter. 

The  release  came  after  the  board  accepted  a  report  from  a  subcommittee 
which  had  been  formed  to  investigate  the  firing  of  UT  Medical  School  Dean 
Dr.  F.  Carter  Pannill. 

The  investigating  committee  found  that  "there  were  personnel  problems  at 
the  medical  school,  but  that  these  problems  had  been  substantially  resolved 
internally  at  the  school  by  interaction  between  the  administration  of  the  school, 
the  faculty  and  the  Board  of  Regents." 

However,  the  report  continues,  "The  committee  finds  that  the  actions  of 
Regent  Frank  Erwin,  in  insisting  upon  the  immediate  resignation  of  Dr. 
Pannill  and  Dr.  Gander,  and  in  further  seeking  publicity  about  such  actions 
were  unwise  aid  irresponsible  and  resulted  in  considerable  harm  to  the  repu- 
tation" of  the  medical  school  and  the  UT  system. 

The  report  urged  that  members  of  the  regents  "use  more  discretion  and 
restraint"  in  future  actions. 

[From  the  San  Antonio  Express,  Jan.  16,  1972] 

One  of  the  more  remarkable  aspects  of  the  current  ferment  in  medicine  is 
the  way  in  which  the  members  of  the  board  of  the  Bexar  Gounty  Hospital 
District  routinely  discuss  thoughts  that  were  "unthinkable"  just  a  few  years 
ago. 

As  such  discussions  progress  among  board  members  and  among  members  of 
the  district's  long-range  study  committee,  it  is  possible  to  glimpse  probable 
"health  delivery  systems"  of  the  future. 

By  now  it  has  been  accepted  by  one  and  all  that  the  present  system  for 
financing  operations  of  the  hospital  district  is  hopeless.  At  best  it  can  last  for 
only  a  few  more  years  of  annually  increasing  deficits. 

And  it  is  equally  obvious  that  some  federally-backed  system  of  insurance 
will  eventually  become  the  dominant  means  of  financing  medical  care.  Match 
this  development  with  the  near-universal  acceptance  of  the  doctrine  that 
medical  care  has  become  a  right,  and  not  simply  a  privilege.  Result:  So-called 
"indigent"  patients  of  the  hospital  district  will  soon  be  provided  the  means  to 
exercise  free  choice  in  selecting  a  vehicle  for  their  medical  care. 

With  such  vast  changes  dead  ahead,  what  shall  be  the  role  of  the  hospital 
district  ? 

Mrs.  Jean  Moye,  the  chairman  of  the  hospital  board  has  a  quick  answer : 

"We  should  not  sit  back  and  wonder  what  will  happen  down  the  road.  It's 
our  responsibility  to  manage  the  future  to  the  advantage  of  the  taxpayers 
and  the  consumers  of  our  services." 

Mrs.  Moye  is  dead  serious  when  she  announces :  "We're  looking  for  a  way 
eventually  to  close  out  the  hospital  district." 

How  can  this  goal  be  approached? 

The  Nixon  Administration,  anticipating  the  vast  influx  of  new  patients  into 
the  nation's  health  care  system  which  will  follow  enactment  of  federal  medical 
care  programs,  is  encouraging  the  development  of  Health  Maintenance  Organi- 
zations (HMO). 

One  version  of  HMO  is  already  well  along  the  planning  stage  here  under 
sponsorship  of  the  Bexar  Gounty  Medical  Society.  It  would  link  a  pre-payment 
plan  to  the  present  pattern  of  delivery  by  local  physicians. 
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But  there  are  other  types  of  HMO  and  most  authorities  on  the  subject  feel 
that  Americans  of  the  future  should  have  the  opportunity  to  choose  from  a 
number  of  delivery  system  models. 

"What  the  hospital  district  might  evolve  into  is  one  of  these.  Mrs.  Moye  has 
soundly  reasoned  that  the  district  is  already  virtually  an  HMO  in  that  it 
involves  prepayment  of  medical  care  for  the  county's  indigent — through  the 
form  of  $1  million  per  month  in  taxes,  collected  in  advance. 

What  is  now  proposed  is  that  the  district  go  a  step  farther  and  create  a 
formal  HMO  set-up  which  would  involve  going  to  neighborhoods  with  possibly 
five  health  care  centers,  enrolling  specific  families  for  comprehensive  health 
services  and  determining  necessary  monthly  pre-payment  fees. 

"If  the  administration  provides  anything  lilie  a  portion  of  this  premium 
for  the  medicaally-indigent  enrolled  in  an  HMO,  then  this  is  a  possible  under- 
writing of  our  $12  million  tax  requirement,"  says  Mrs.  Moye,  adding : 

"If  and  when  national  health  insurance  is  passed,  then  the  national  health 
insurance  premium  supplants  both  the  HMO  money  and  the  $12  million  tax 
bite." 

But  it  is  right  about  here  that  the  previously  unthinkable  thoughts  come 
in.  For,  a  federally-sponsored  HMO  would  not  only  serve  the  medically  indi- 
gent, but  would  be  open  to  all  who  are  prepared  to  enroll  at  the  determined 
monthly  fee — even  those  who  appear  for  treatment  on  a  fee-for-service  basis. 

This  is  the  sort  of  plan  that  has  raised  fierce  opposition  from  the  conserva- 
tive establishment  of  the  medical  society  in  the  past,  and  could  do  so  again. 

Yet  it  is  a  plan  that  appeals  to  businessmen.  Come  the  federal  medical 
insurance  plan  and  each  neighborhood  center  would  offer  a  ready-made  practice 
which  could  be  sold  to  a  group  of  doctors. 

"The  district  would  at  least  recover  its  investment  in  facilities,"  notes  Mrs. 
Moye. 

[From  the  San  Antonio  Express,  June  28,   1972] 

Mrs.  Moye  Quits  Hospital  Boabd 

Mrs.  Jean  S.  Moye,  chairman  of  the  board  of  Managers  of  the  Bexar  County 
Hospital  District,  in  an  unexpected  move  Tuesday,  announced  her  "immediate 
and  irrevocable"  resignation  from  the  board. 

Later  Tuesday,  the  United  Services  Automobile  Association  announced  that 
Mrs.  Moye,  vice  president  for  personnel,  "has  elected  early  retirement  effective 
July  1." 

Seconds  after  calling  the  12  :30  p.m.  board  meeting  to  order,  Mrs.  Moye  said, 
"I'd  like  to  change  the  order  of  business,"  and  announced  she  had  mailed  her 
letter  of  resignation  to  County  Judge  Blair  Reeves  Tuesday  morning. 

Stressing  her  action  as  "irrevocable,"  Mrs.  Moye  read  a  prepared  statement 
to  the  board:  "After  serving  seven  years  on  this  board,  I  feel  I  have  made 
my  best  contribution.  The  issues  have  been  identified  and  I  have  offered  solu- 
tions. 

"The  five-year  plan  presented  last  week  by  the  Citizens'  Advisory  Council 
speaks  out  loud  and  clear  the  actions  and  decisions  required  for  the  future  of 
the  hospital  district." 

"The  plan  is  a  good  one,"  she  said,  adding :  "It  now  remains  for  the  elected 
oflScials  to  assert  leadership  and  demonstrate  the  depth  of  their  commitment 
to  improving  the  health  care  system  for  the  indigent  of  Bexar  County  and  to 
finding  ways  to  reduce  the  hospital  tax  burden  for  its  citizens." 

Mrs.  Moye  charged,  "The  present  Board  of  Managers  and  the  administration 
are  distracted  by  divergent  and  confiicting  interests  and  need  to  be  reminded 
they  have  a  statutory  responsibility  to  provide  medical  care  to  the  indigent." 

She  concluded,  "With  new  appointments  to  be  made  to  the  Board  of  managers 
next  month,  Commissioners  Court  will  have  the  opportunity  to  decide  in  favor 
of  the  patients  and  taxpayers  or  in  favor  of  the  special  interests." 

MBS.   MOTE  SAW  HER  OPPOSITION 

Surprise  resignation  of  Mrs.  Jean  Moye,  chairman  of  the  County  Ho.spital 
District  board  of  managers,  followed  the  certainty  she  wouldn't  be  reappointed 
becau.se  she  expressed  an  opinion  about  the  firing  of  Dean  F.  Carter  Pannill 
of  the  medical  school. 
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She  had  been  appointed  to  the  board  by  County  Com.  Frank  Vaughan.  It 
was  an  open  secret  that  he  would  be  extremely  reluctant  to  reappoint  her. 
County  Judge  Blair  Reeves  had  told  close  associates  that  if  Vaughan  didn't,  he 
would  reappoint  Mrs.  Moye  because  of  an  exceptional  job  she  had  done.  Then 
Reeves  changed  his  mind. 

Mrs.  Moye  had  become  concerned  with  the  arrangement  for  the  administrator 
of  the  district  hospitals.  The  administrator  is  the  employe  of  the  UT  System, 
which  makes  him  relatively  independent  of  the  board,  which  is  responsible 
for  what  he  does.  The  dilemma  had  started  to  worry  the  chairman. 

Add  to  that  the  renewed  drive  by  some  doctors  to  assume  numerical  control 
of  the  board  (three  of  the  seven  members  are  doctors  currently)  and  Mrs. 
Moye's  reading  of  the  handwriting  on  the  wall  becomes  clear. 

Politics  of  the  situation  reached  to  Commissioners  Court  and  shook  Mrs. 
Moye  out  of  the  chairmanship.  She  did  a  remarkably-effective  job  in  her  seven 
years  on  the  board. 

THE  TEXAS  MEDICAL  ASSOCIATION 


[San  Antonio  Express,  June  8,  1972] 
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[From  the  San  Antonio  Express  News,  Apr.  23,  1972] 
TMA's  Political  Muscle  Wbecking  Regent  Policy 

The  Texas  Medical  Association  has  emerged  as  a  stronger  political  organiza- 
tion than  the  AFL-CIO  and,  probably,  the  Texas  State  Teachers  Association 
combined.  T.M.A.  is  on  the  verge  of  reversing  policy  of  a  strong  board  of 
regents  of  the  University  of  Texas  System  and  throwing  out  the  administrators 
of  that  policy. 

If  that  interpretation  is  too  strong  only  events  of  the  next  few  months  can 
prove  it. 

It  is  incredible  irong  that  the  T.M.A.  political  action  organization,  which 
means  the  money  being  spent  on  political  campaigns,  is  about  to  dismantle 
the  organization  in  Texas  medical  schools  that  is  implementing  the  regents' 
specific  policy  to  give  medical  schools  the  complementary  goal  of  training  more 
family  doctors  while  the  trainees  learn  by  extending  health  care  to  the  medi- 
cally indigent.  The  irony  is  that  former  close  political  allies  of  President 
Lyndon  B.  Johnson  who  are  regents  appear  unable  or  unwilling  to  counter  the 
strong  T.M.A.  thrust  against  an  OEO  program,  which  was  authored  by  President 
Johnson. 

Very  soon  the  regents  will  indicate  their  real  aims  for  the  medical  schools 
within  the  system.  By  their  actions  on  pending  "personnel  questions,"  the 
regents  will  define  institutional  policy  for  the  professional  training  of  doctors, 
nurses,  dentists  and  related  personnel. 

Critical  roles  will  be  played  in  the  immediate  future  by  Texas  doctors  who 
disagree  with  impending  personnel  changes.  Those  doctors  will  hear  denials  of 
any  such  drastic  changes  but  the  test  wil  be  actions  by  regents. 

We  hope  that  what  we  fear  doesn't  materialize. 

To  that  end,  we  would  recommend  to  all  persons  and  groups  who  support 
political  candidates  that  they  seek  clear  statements  from  those  candidates  on 
their  specific  goals  for  the  UT  System — all  of  it. 

State  senatorial  candidates  should  make  clear  policy  statements  on  that 
issue  because  they  will  be  asked  to  confirm  three  nominations  to  the  board 
of  regents  next  January  or  shortly  thereafter. 

Gubernatorial  candidates  should  declare  themselves  clearly  on  the  matter. 
Gov.  Preston  Smith  is  particularly  vulnerable  on  the  issue  because  he  has 
the  option  of  appointing  three  regents  whether  he  wins  or  loses.  Smith  ap- 
pointee Dr.  Joe  Nelson  is  the  T.M.A.  spokesman  on  the  board.  Would  the  gov- 
ernor balance  that  with  his  new  appointees?  Voters  should  have  an  answer 
before  May  6. 

The  medical  schools  are  imminently  involved  in  damaging  changes  unless 
pending  decisions  are  changed  soon. 

Beyond  that,  UT-Austin  needs  dramatic  assurance  that  the  drive  for  excel- 
lence hasn't  been  officially  called  off. 

Texas  needs  all  the  quality  it  can  get  in  its  state  university  system.  Gov. 
Smith's  Texas  Urban  Development  Commission,  in  a  report  dated  Jan.  29, 
1971,  noted : 

"Throughout  the  history  of  the  United  States,  education  has  played  a  major 
role  in  the  development  of  a  community,  region,  or  state.  This  is  outstandingly 
true  in  the  case  of  Texas  .  .  .  The  two  areas  from  which  the  greatest  financial 
dilemmas  arise  to  confront  the  Legi.slature  .  .  .  are  education  and  welfare  .  .  . 
The  inverse  relationship  that  exists  between  the  level  of  education  and  the 
extent  of  welfare  behooves  us,  therefore,  to  attempt  first  to  solve  our  problems 
of  education,  for  hopefully,  this  will  obviate  many  of  the  problems  of  welfare." 

The  report  cites  "five  educational  crises  in  Texas."  One  is  "the  crisis  of 
numbers."  It  notes  "astonishing"  growth  will  result  in  almost  "intolerable 
strains  upon  institutions  of  higher  learning." 

Another  crisis  is  finances.  The  report  forecasts  the  Legislature  will  increas- 
ingly "maximize  societal,  rather  than  institutional  benefits."  The  report  notes 
this  will  be  difficult  because  of  "related  fragmentation  of  the  goals  of  many 
of  the  professional  associations." 

Between  now  and  January,  if  events  will  allow  that  much  time,  the  die 
will  he  cast  to  shape  educational  policy  in  the  UT  system  for  a  long  time  to 
come. 
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The  doctors  who  run  AmPac,  the  American  Medical  Association's  political 
arm,  have  said  that  what  they  receive  in  return  for  campaign  contributions 
is  simply  a  chance  to  be  heard. 

If  that  is  the  case,  then  Gov.  Preston  Smith  should  be  all  ears  when  Dr. 
Joe  Nelson,  the  political  panjandrum  of  the  Texas  Medical  Association,  has  a 
message. 

The  guv's  campaign  financial  statement  disclosed  last  week  that  he  had 
received  $10,000  in  three  separate  contributions  from  TexPac  the  political 
muscle  of  the  TMA. 

The  generous  gesture  by  the  organized  docs  caused  stethoscopes  to  quiver 
at  the  UT  Medical  School  here.  Nelson  doubles  as  a  member  of  the  Board  of 
Regents  of  the  UT  system,  and  is  said  to  think  some  faculty  changes  would 
be  a  good  thing  at  the  San  Antonio  school. 

A  majority  of  the  Board  of  Regents,  however,  would  like  to  cool  potential 
trouble  spots  within  the  system,  and  is  far  from  ready  to  stir  up  a  hornets 
nest  in  San  Antonio. 

But,  come  what  may,  Preston  Smith  will  appoint  three  new  regents  next 
January  before  his  present  term  ends,  and,  no  doubt,  will  be  inclined  to  listen 
to  suggestion  from  the  docs. 

The  political  doctors,  of  course,  don't  stop  with  the  race  for  governor. 
Several  local  campaigns  have  received  welcome  cash  injections  from  TexPac. 

For  example.  State  Rep.  Paul  Silber's  list  of  contributors  includes  $400  from 
TexPac  along  with  a  total  of  $70  from  Dr.  Max  Johnson  and  Dr.  John  Smith, 
both  movers  and  shakers  within  the  TMA. 

Young  Frank  Madia,  running  for  state  representative  in  Dist.  57-A,  picked 
up  $200  from  TexPac,  while  Dr.  Smith  spread  donations  around  several  can- 
didates. He  dropped  $600  on  State  Rep.  Guy  Floyd,  $200  on  State  Rep.  Wayland 
Simmons,  and  $100  on  Joe  Chapa,  running  in  Dist.  57-J. 

Actually,  the  forces  of  organized  medicine  are  restrained  in  their  donations 
in  comparison  to  the  uptight  trial  lawyers.  The  trial  lawyers,  of  course,  are 
climbing  the  wall  over  all  this  talk  about  no-fault  insurance — which,  presum- 
ably, would  do  terrible  things  to  their  case-loads. 

Perhaps  their  favorite  candidate  locally  this  year  was  State  Sen.  Joe  Bernal. 
Bernal's  financial  statement  lists  a  $500  contribution  from  Pat  Maloney,  the 
big  daddy  of  the  trial  lawyers.  In  addition  he  received  $1,000  from  LIFT — 
or  Lawyers  Involved  for  Texas. 

Tt  the  same  time,  LIFT  also  dropped  $300  on  State  Rep.  Lou  Kost,  one  of 
Bernal's  opponents.  State  Rep.  Nelson  Wolff,  another  candidate  for  Joe's  senate 
seat  who  is  a  lawyer  himself,  lists  $1,050  from  his  "Lawyer's  Committee." 

Also  taking  on  campaign  fuel  from  the  lawyers  was  State  Rep.  Jake  Johnson 
who  listed  a  $300  contribution  from  LIFT,  $100  from  Maloney  and  $200  from 
the  San  Antonio  Trial  Lawyers  Assn. 

Matt  Garcia,  a  pretty  hot  trial  lawyer  himself,  recorded  a  $200  contribution 
from  Maloney  for  his  race  in  Dist.  57-K :  Simmons  checked  off  $50  from 
Maloney :  Madia  listed  $150  from  the  San  Antonio  Trial  Lawyers  Association, 
and  State  Rep.  Frank  Lombardino  recorded  $200  from  LIFT. 

The  doctors  and  lawyers  may  well  have  handed  out  additional  bread  locally, 
but  so  far  it  is  undetectible. 

One  of  the  difiiculties  in  determining  contributions  remains  the  practice  of 
some  candidates  of  raising  scratch  through  fund-raising  parties  or  simply 
lumping  contributions  together  imder  a  catch-all  phrase. 

Thug.  Bernal  listed  $10,361  from  his  cocktail  reception  and  State  Rep.  Bill 
Finck  recorded  $4,630  from  his  fish  fry.  But  perhaps  the  champ  for  lump  sum 
li.stings  was  John  MuUins  running  for  county  commissioner  in  Pet.  3. 

Mullins  had  gifts  of  $15,131.  He  listed  a  $2,500  donation  from  Charles 
Urschel  and  accounted  for  most  of  the  rest  with  $10,072  listed  under  "various." 

[From  the  San  Antonio  Express  News,  July  30,  1972] 

Political  Medicine  Men  Pack  Big  Clout 

Back  during  the  long  years  when  the  University  of  Texas  Medical  School  at 
Ran  Antonio  seemed  to  be  a  particularly  elusive  dream,  the  civic  leaders  and 
medical  men  who  were  leading  the  quest  for  the  institution  could  always  count 
on  last-ditch  aid  from  State  Rep.  John  Traeger  of  Seguin. 
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As  Traeger  developed  into  one  of  the  most  influential  members  of  the  Texas 
House,  he  seemed  to  stay  beautifully  in  tune  with  the  leaders  of  organized 
medicine. 

In  his  relations  with  the  Texas  Medical  Association,  Traeger  was  "always 
the  fair-haired  boy,"  a  friend  recalled  last  week,  adding,  "When  they  wanted 
something  they  would  go  to  him." 

But  then  something  happened. 

"For  10  years  the  TMA  had  been  his  champion,"  related  a  Traeger  sup- 
porter. "Then  this  year  it  turned  against  him." 

As  Traeger  last  spring  was  conducting  an  underdog  fight  to  win  the  Demo- 
cratic nomination  for  state  senator  in  Dist.  21,  a  mass  mailing  went  out  to 
voters  in  northeastern  Bexar  County.  It  carried  an  endorsement  of  Traeger's 
opponent  by  Dr.  John  M.  Smith  Jr.,  the  San  Antonian  who  is  chairman  of 
the  board  of  the  TMA  and  who  signed  dozens  of  campaign  contributions  this 
year  in  the  name  of  TexPac,  the  political  arm  of  the  TMA. 

Why  had  the  politically  powerful  TMA  gone  after  Traeger's  scalp  ? 

The  veteran  legislator's  campaign  aides  think  the  answer  is  simple.  He  had 
helped  sponsor  a  bill  which  would  have  required  hospitalization,  accident  and 
health  insurance  companies  to  pay  for  health  care  services  from  various 
licensed  professionals  other  than  physicians — including  chiropractors. 

The  TMA  has  traditionally  been  bitterly  opposed  to  any  legislation  broaden- 
ing the  recognition  of  chiropractors. 

The  election  year  reaction  came  on  powerfully  through  TexPac,  which  in 
the  short  space  of  seven  years  has  become  one  of  the  most  effective  examples 
of  a  new  sort  of  political  vehicle — the  political  action  committee. 

An  Express/News  task  force  which  has  conducted  an  in-depth  study  of  the 
new  political  action  groups  has  found  that  TexPac  poured  at  least  $45,356 
into  the  spring  primary  campaigns. 

Of  this,  nearly  $16,000  was  used  to  influence  state  senate  races  with  apparent 
emphasis  on  defeating  legislators  who  had  pushed  for  the  controversial  bill. 

Other  Senate  candidates  opposed  by  TexPac  were  not  so  fortunate  as  Traeger 
who  managed  to  pull  off  a  narrow  runoff  victory  from  Oscar  Carrillo. 

In  the  case  of  State  Rep.  Tom  Moore  of  Waco  who  was  seeking  the  Dist.  24 
seat,  TexPac  provided  $1,000  for  his  opponent,  Grant  Jones  of  Abilene.  In 
addition,  no  less  than  30  physicians  contributed  individually  to  Jones  to  the 
tune  of  $1,370. 

The  contributions  helped  defeat  Moore,  who  observed  philosophically  last 
week,  "I  think  it  was  largely  because  of  my  vote  on  that  bill.  I  voted  with 
the  chiropractors." 

At  the  same  time  Moore  conceded  he  was  not  surprised  at  the  decision  of 
the  political  chieftains  of  organized  medicine  to  oppose  him.  "They've  been 
consistent  in  my  case,"  he  reported,  "I've  never  had  them." 

Another  candidate  to  feel  the  displeasure  of  the  TMA  and  TexPac  was 
State  Sen.  Joe  Bernal  of  San  Antonio.  The  TMA  had  more  than  one  bone  to 
pick  with  the  liberal  senator  and  when  Bernal  attempted  to  unload  20  cocktail 
party  tickets  (price :  $5  each)  on  Overton,  the  reply  set  him  straight. 

"I  am  quite  surprised  that  you  would  send  me  tickets  in  view  of  your  attitude 
toward  the  medical  profession,"  the  veteran  TMA  lobbyist  wrote. 

Recalling  a  cooperative  venture  to  eliminate  the  glue  sniflSng  problem,  Over- 
ton observed : 

"I  still  like  you  personally,  but  I  cannot  understand  or  support  your  views 
when  you  attempt,  or  state  publicly  that  you  are  going  to  amend  the  Medical 
Practice  Act  in  such  a  way  that  we  think  Is  not  in  the  best  interest  of  the 
public  or  the  profession." 

Bernal  had  spoken  out  in  favor  of  making  it  legally  possible  for  big  pre-paid 
health  care  organizations  like  the  Kaiser  Permanente  hospitals  to  operate  in 
Texas. 

Overton  also  childed  the  San  Antonio  senator  regarding  his  stand  on  the 
chiropractic  legislation,  declaring  that  "you  saw  fit"  to  "support  their  point 
of  view  when  all  you  had  to  do  was  to  cheek  out  and  find  that  the  chiro- 
practic schools  are  not  accredited  by  any  accrediting  agency  in  the  United 
States.  .  .  ." 

TexPac  provided  $1,000  for  state  Rep.  Nelson  Wolff  who  went  on  to  defeat 
Bernal  in  a  hot  runoff  campaign. 
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In  the  state  Senate  races  in  which  it  was  involved,  the  political  action 
committee  of  organized  medicine  tallied  eight  winners  and  six  losers.  How- 
ever, when  a  duplication  is  eliminated  and  TexPac's  scorecard  is  judged  on 
races  in  which  it  was  substantially  involved,  it  shows  an  8-4  won-lost  record. 

Similarly,  TexPac  candidates  won  22  House  races,  while  losing  only  11. 

Results  like  this  are  making  the  TMA  and  TexPac  as  influential  at  the  state 
level  as  the  American  Medical  Association  and  AMPAC,  its  political  action 
group,  have  proved  to  be  in  Washington. 

AMPAC's  clout  in  the  halls  of  Congress  was  dramatically  demonstrated  in 
1969  when  President  Nixon  considered  the  appointment  of  Dr.  John  H.  Knowles 
for  a  top  HEW  post.  When  the  AMA  spread  word  of  its  adamant  opposition 
to  Knowles,  a  medical  progressive,  the  administration  dropped  him  and  never 
submitted  his  name  to  Congress.  Robert  Finch,  who  was  HEW  secretary  at  the 
time,  never  recovered  politically  from  the  rebuff. 

In  Austin,  the  TMA  enjoys  much  more  than  a  simple  veto  power  on  key 
appointments.  Leaders  of  organized  medicine  hold  appointment  to  powerful 
policy-making  posts. 

Dr.  Smith,  for  example,  was  appointed  by  Gov.  Preston  Smith  to  the  State 
Board  of  Health,  where  he  wields  a  big  stick.  Dr.  Joe  T.  Nelson,  a  member 
of  the  TMA's  Board  of  Trustees  and  a  member  of  the  10-man  Board  of  the 
American  Medical  Political  Action  Committee,  was  named  by  Smith  to  the 
Board  of  Regents  of  the  University  of  Texas  System. 

Not  surprisingly,  leaders  of  the  TMA  have  won  several  quiet,  but  fierce 
jousts  over  the  UT  Medical  School  at  San  Antonio.  The  recent  shake-up  at 
the  school  which  featured  the  departure  of  Dean  F.  Carter  Pannill  is  considered 
a  victory  for  the  TMA. 

TexPac  reciprocated  Gov.  Smith's  cooperative  attitude  in  the  1972  elections. 
The  governor's  campaign  financial  reports  list  four  contributions,  totaling 
$10,000,  from  TexPac. 

In  addition,  Smith  listed  $737  in  campaign  gifts  from  Overton  and  $199  from 
Dr.  A.  O.  Severance,  former  president  of  the  Bexar  County  Medical  Society. 

After  Smith  was  disastrously  defeated  in  the  first  Democratic  primary, 
TexPac  moved  to  the  support  of  Dolph  Briscoe,  the  eventual  nominee.  Briscoe's 
final  financial  report  for  the  runoff  listed  a  $2,500  contribution  from  Dr. 
John  M.  Smith  Jr. 

TexPac  also  received  a  set-back  in  the  race  for  lieutenant  governor.  It  placed 
$3,000  behind  State  Sen.  Wayne  Connally,  who  lost  his  runoff  to  Bill  Hobby, 
the  Houston  publisher. 

Although  it  has  backed  such  liberal  Democrats  as  state  Sen.  Barbara  Jordan, 
state  Sen.  Babe  Schwartz  and  state  Sen.  Don  Kennard,  TexPac  is  generally 
conservative  in  its  choices  and  this  gives  its  funding  a  multiplier  effect,  since 
many  of  the  TMA  favorites  are  also  backed  by  the  Political  Action  Committee 
of  Texas,  a  business  group  which  backs  fiscal  conservatives. 

In  the  spring  primaries,  TexPac  and  PACT  agreed  on  seven  state  Senate 
races.  Their  joint  contributions  in  these  campaigns  came  to  $26,000  and  com- 
bined to  run  up  a  6-1  won-lost  record. 

Considered  alone,  PACT  poured  $31,000  into  nine  state  senate  races  and 
rolled  up  a  7-2  record. 

Walter  M.  Mischer,  Houston  banker  who  was  listed  as  trustee  for  PACT 
in  connection  with  the  contributions,  told  the  Express/News  that  the  com- 
mittee is  made  up  of  some  1.200  businessmen  from  across  the  state. 

PACT,  he  declared,  prefers  to  help  "somebody  we  feel  has  fiscal  responsi- 
bility and  believes  in  responsible  government — someone  who  is  little  bit  more 
sensitive  to  the  overall  picture  thany  any  segment  that  is  supported  by  a 
specific  interest." 

Viewing  the  growing  effectiveness  of  the  new  political  action  committees 
as  demonstrated  by  their  batting  averages  in  this  year's  legislative  races, 
political  observers  expect  to  see  them  multiplying  and  growing. 

They  suggest  that  the  time  is  near  when  any  candidate — other  than  a  very 
wealthy  man — will  have  to  have  at  least  one  of  the  more  powerful  groups  in  his 
corner  before  he  can  hope  to  succeed  in  a  race  for  the  Texas  Senate. 

And  though  the  developing  picture  may  seem  to  call  for  legislation  to 
regulate  the  action  groups,  or  at  least  impose  strict  reporting  requirements  on 
them,  this  would  require  the  state's  lawmakers  to  regulate  their  own  bene- 
factors. 


168 

[From  the  San  Antonio  Express  News,  July  30.  1972] 
Doctors'  Wakchest  Backs  "Sympathetic"  Politicians 

In  the  mid-1960s,  Texas  doctors  began  looking  seriously  at  the  direction  in 
which  medicine  was  heading,  and  they  didn't  like  what  they  saw. 

The  result  of  that  dissatisfaction  was  TexPac— the  Texas  Medical  Political 
Action  Committee — created  by  the  Texas  Medical  Association  as  a  separate 
entity  to  contribute  money  to  the  campaigns  of  politicians  whose  viewpoints 
are  in  sympathy  with  those  of  organized  medicine. 

From  behind  the  desk  of  his  Austin  oflSce,  lawyer  Philip  Overton  last  week 
outlined  the  purpose  and  organization  of  TexPac,  explaining  that  it  was 
originated  by  a  group  of  physicians  across  the  state  "who  were  concerned 
about  the  voting  patterns  of  public  officials." 

While  the  TMA  general  counsel  denied  that  Texas  doctors  are  concerned 
primarily  about  their  own  wallets  ("A  lot  of  people  get  the  idea  that  the 
legislation  we  support  is  something  selfish  for  the  doctor"),  the  stance  of  the 
TMA  has  been  decidedly  conservative. 

For  instance,  the  TMA,  along  with  the  American  Medical  Association,  is 
adamant  about  the  preservation  of  the  fee  for  service  system,  a  method  of 
health  system  critics  are  convinced  must  go  the  way  of  the  horse  and  buggy 
if  health  costs  are  to  be  brought  under  control. 

"We're  very  much  opposed  to  any  third  party  interposing  itself  between  the 
physician  and  his  patient,"  Overton  said.  The  disruption  of  the  patient-doctor 
relationship,  ostensibly,  is  why  the  TMA  opposes  liberalizing  Texas  laws  making 
it  illegal  for  health  organizations  such  as  Kaiser  Corp.  to  establish  themselves 
in  Texas. 

Kaiser,  which  has  spread  from  California  throughout  the  western  states, 
provides  "free"  medical  care  to  persons  subscribing  to  the  service  on  a  monthly 
basis.  Membership  fees  are  collected  by  a  Kaiser-run  organization  which 
employs  the  physicians  on  a  salary  basis. 

Other  issues  with  which  the  TMA  and  TexPac  are  concerned,  Overton  said, 
are  getting  more  funds  for  medical  schools  and  more  students  into  medical 
schools  and  chiropractic  legislation,  to  which  the  doctors  are  unalterably  op- 
posed. "We  feel  there  is  no  scientific  basis  to  chiropractic." 

He  added,  "We're  very  much  interested  in  any  and  all  variations  of  the 
delivery  of  health  care."  He  said  TexPac  supported  the  amendment  of  the 
Medical  Practice  Act  last  year  so  a  non-profit  foundation  for  the  delivery  of 
health  care  could  be  tried  out. 

Overton  was  non-committal  on  the  subject  of  national  health  insurance.  "I 
think  in  time  we're  going  to  have  some  type  of  national  health  insurance — 
what  kind  is  problematical  depending  on  what  kind  of  legislation  is  passed." 

The  heavy-set,  sixtyish  attorney  said  TexPac's  funds  are  used  exclusively  for 
the  support  of  candidates  during  their  political  campaigns.  "TexPac's  work 
stops  when  a  man  is  elected  or  defeated  for  office,"  he  emphasized. 

Overton  said  all  decisions  on  which  candidates  to  support  are  made  by  a 
board  of  directors  chosen  by  the  TMA,  with  one  director  selected  from  each 
congressional  district  within  the  state.  This  group,  plus  a  representative  of  the 
women's  auxiliary  to  the  TMA,  in  turn  elects  its  chairman. 

Recommendations  to  the  board  on  whether  a  candidate  should  receive  backing 
are  made  by  local  TexPac  committees  in  cities  and  towns  throughout  the  state. 
Overton  said  the  primary  considerations  in  analyzing  an  office-seeker  are 
honesty,  qualification  for  office  and  a  good  reputation  in  his  community.  He 
added  that  a  candidate  is  never  pledged  to  support  or  oppose  a  certain  piece  of 
legislation  unless  his  opponent  is  an  incumbent  whose  record  TexPac  is  dis- 
satisfied with. 

"We  think  it's  bribery"  to  give  money  to  a  man  because  he  says  he'll  vote 
for  or  against  a  bill,  Overton  continued.  "I'd  rather  have  a  man  who's  intelli- 
gent, one  who  says,  'I'll  give  you  a  fair  hearing'  rather  than  one  who  says, 
'I'm  for  everything  ya'll  are  for.'  " 

Queried  about  TexPac's  controversial  backing  of  Gov.  Preston  Smith  in  his 
bid  for  reelection,  Overton's  eyes  fla.shed  with  irritation. 

"Let's  not  bring  personalities  into  this,"  he  said.  "We're  not  about  to  get 
into  that  discus.sion  .  .  .  That's  all  water  under  the  bridge." 
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Although  Smith's  statement  of  contributions  listed  $10,000  in  TexPac  money 
donated  between  March  1971  and  March  1972,  Overton  said  that  TexPac's 
donation  to  Smith  "amounted  to  not  over  $3,000."  He  said  the  rest  was  carried 
over  by  the  governor's  bookkeeper  from  previous  contributions  by  the  medical 
lobby. 

"I  know  this,"  he  stressed,  "we  did  not  give  him  $10,000  during  this  cam- 
paign." 

Overton  said  membership  for  TexPac  is  solicited  by  mail  and  through  per- 
sonal appearances  before  doctors'  meetings.  He  described  the  membership  as 
"substantial"  and  added,  "We  never  release  the  total  number  of  members  we 
have — we  choose  not  to." 

TexPac  members  pay  dues  of  $30  yearly,  of  which  $10  goes  to  the  local 
group,  $10  to  TexPac  and  $10  to  Ampac,  the  equivalent  organization  at  the 
AMA  level. 

Overton  said  that  once  a  man  is  elected,  TexPac  does  nothing  further,  besides 
occasionally  take  an  oflScial  to  lunch  or  testify  before  a  committee. 

"We  do  nothing,  make  no  gifts  or  anything  else,"  he  said. 

However,  the  chairman  of  the  board  of  the  TMA,  Dr.  John  Smith,  had  an- 
other story.  While  emphasizing  that  TexPac  does  nothing  to  directly  influence 
legislation,  he  said  money  is  sometimes  given  to  a  man  in  oflSce  to  cover  ex- 
penses that  are  not  covered  in  his  budget. 

In  fact,  he  said,  TexPac  gave  money  to  Preston  Smith  some  months  ago  when 
the  governor  purchased  television  time  to  explain  why  he  was  vetoing  the  budget 
that  had  been  passed  by  the  legislature. 

Dr.  Smith,  who,  until  recently,  was  one  of  the  few  men  who  issued  TexPac 
checks  to  candidates,  said  he  does  not  recall  how  much  money  he  gave  to  Smith 
for  the  campaign.  When  told  that  Gov.  Smith's  records  show  $7,500  in  checks 
signed  by  him,  the  doctor  replied,  "If  so,  there  was  some  given  some  time  ago. 
It  was  not  all  given  in  this  compaign." 

Although  labeled  by  many  as  an  archconservative,  Dr.  Smith  does  not  see  it 
that  way,  either  as  far  as  he  or  the  Texas  medical  profession  is  concerned.  "I 
think  the  interests  of  organized  medicine  are  what  is  good  for  the  citizens 
of  this  state,"  he  said. 

He  expressed  strong  opposition  to  the  corporate  practice  of  medicine  and 
said,  "I  think  I  represent  the  majority  of  doctors  in  Texas.  We  can  (lower  the 
cost  of  health  care)  under  the  Bexar  County  Medical  Foundation.  That's  what 
we're  working  for." 

Many  younger  doctors  disagree  and.  increasingly,  they  are  staying  out  of 
the  TMA,  preferring  to  bring  about  change  in  their  own  ways.  Which  group 
will  prevail  remains  to  be  seen,  but  right  now  one  thinng  is  certain — TMA  has 
the  power. 


To  :  Adelbert  E.  Briggs, 

Community  Health  Service  Consultant. 
From :  David  P.  Thompson,  M.D., 

Medical  OflBcer, 

Community  Health  Service. 
Subject :  Bexar  County  Migrant  Farm  Works  Association  migrant 

health  project. 
Date :  April  2,  1971. 

This  project  has  identified  the  target  population  through  its  close  association 
with  the  Bexar  County  Migrant  Farm  Workers  Association  and  by  the  use  of 
identification  cards. 

The  health  needs  of  this  population  are  enormous.  It  is  apparent  that  a  mas- 
sive environmental  improvement  program  would  be  of  highest  priority.  The 
provision  of  direct  personal  health  services,  the  concern  of  this  program,  is 
again  a  stopgap  bandaid  approach. 

Even  so,  one  of  the  big  stumbling  blocks  would  appear  to  be  the  threats  of 
the  County  medical  society  against  the  physician.s  involved  in  providing  medi- 
cal services  (see  pages  71-77  of  project  report).  The  report  of  the  first  year 
does  not  resolve  this  issue,  merely  reports  it  through  the  minutes  of  the  medical 
advisory  board  meetings.  Apparently,  the  group  of  four  M.D.'s  run  the  risk  of 
losing  hospital  privileges  and  having  to  file  suit  to  regain  them  if  they  continue 
to  work  in  the  clinic  for  an  hourly  charge. 
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This  alleged  situation  in  Bexar  County  represents  the  unlimited  power  of  a 
reactionary  self-interest  group,  the  Bexar  County  Medical  Society,  in  obstruct- 
ing a  needed  social  program.  DHEW  should  not  only  continue  to  support  this 
project  by  funding  another  year,  but  should  exert  all  of  its  resources  to  enable 
the  group  of  physicians  to  continue  their  vital  participation  in  the  program. 
If  this  proves  unsuccessful,  other  arrangements  should  be  facilitated  through 
the  efforts  of  this  oflBce,  such  as  utilization  of  the  medical  school  section  of 
communnity  medicine  or  the  osteopathic  physicians. 

[From  the  San  Antonio  Express/News,  Sept.  19,  1971] 

Revised  Texas  Law  Shortest  Route  to  Better  Health-Delivery  System 

Expanded  research  on  more  effective  use  of  physicians'  skills  in  health-care 
delivery  will  begin  in  Bexar  County  soon.  The  work  is  being  done  with  a  fed- 
eral grant  from  the  Office  of  Economic  Opportunity.  The  University  of  Texas 
medical  school  here  has  organized  and  supervises  the  work.  The  new  grant 
for  a  second-year  operation  will  extent  to  some  form  of  clinic  services  on  the 
city's  east  side. 

The  most-encouraging  development  in  this  project  is  endorsement  by  practic- 
ing doctors  of  this  communinty. 

Next  major  development  in  health-care  delivery  system  will  be  an  overhaul 
of  state  law,  either  by  legislation  or  court  test,  to  allow  extension  of  pre-paid 
arrangements  for  services  of  physicians.  The  heralded  Kaiser-Permanente  plan 
would  be  illegal  in  Texas.  That  problem  is  being  attacked  in  the  courts  by  a  big 
industrial  firm  in  Dallas.  Goal  is  to  allow  businesses  or  other  groups  to  con- 
tract with  physicians  for  medical  care  to  cut  costs  and  encourage  wider  ac- 
ceptance of  preventive-medicine  practices. 

Only  kind  of  group  practice  presently  legal  in  Texas  is  an  association  of 
doctors.  The  weakness  is  that  such  arrangement  is  entirely  noncompetitive  and 
it  assumes  doctors  will  represent  the  best  interests  of  themselves  as  well  as 
the  consumers.  We  submit  that  assumption  is  too  great  a  responsibility  to  place 
upon  any  group. 

The  only  kind  of  Health  Maintenance  Organization  (prepaid  insurance-type 
arrangement  with  set  fees  for  services)  is  physician-controlled,  non-profit 
foundations.  Bexar  County  has  one  in  formative  stages.  Disallowed  in  Texas 
are  HMOs  that  would  contract  with  doctors  to  deliver  health  services — and 
try  to  make  a  profit. 

The  problem  is  not  whether  doctors  ought  to  control  the  practice  of  medi- 
cine. They  should.  Nobody  else  is  qualified  by  training  and  practice.  They  are 
central  to  any  health-care  system.  Furthermore,  they  ought  to  make  some 
money.  They  ought  to  make  enough  money  to  encourage  more  persons  to  enter 
the  profession  and  to  remain  in  practice,  come  night  calls,  long  hours,  difficult 
cases  and  all  the  other  inconveniences  and  discomforts  of  dealing  with  sick 
people. 

They  also  ought  to  have  help.  They  need  research  on  methods  and  training 
that  will  relieve  them  of  routine  safely  performed  by  paramedical  aides.  They 
should  be  encouraged  to  bolster  the  free-enterprise,  capitalist  system  for  medi- 
cine which  means  competitive,  innovative,  for-profit  organizations  to  increase 
gross  business  by  servine  more  people  with  more  and  better  resource. 

To  that  end,  revision  of  the  Texas  Medical  Practices  Act  should  be  a  goal  in 
the  next  available  legislative  session. 

[From  the  San  Antonio  Light,  Jan.  6,  1972] 

New  Health  Plan  Cottld  Greatly  Improve  City  Medical  Care 

(By  Barry  Browne) 

Development  of  a  San  Antonio  Health  Maintenance  Organization  (HMO)  can 
mean  "greatly  improved"  medical  care  for  the  city's  residents. 

That  capsule  summary  came  Wednesday  night  as  .spokesmen  for  the  Bexar 
County  Medical  Foundation — organization  chartered  to  provide  a  San  Antonio 
HMO — presented  a  progress  report  at  the  Bexar  County  Medical  Library. 
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The  HMO,  according  to  spokesmen,  would  be  sponsored  by  the  foundation 
and  would  provide  two  basic  services — a  review  function  for  medical  services 
provided  under  existing  insurance  policies,  and  possible  implementation  of 
improved  health  care  services  through  insurance  programs  developed  in  co- 
operation with  the  HMO-foundation  structure. 

Main  emphasis  of  the  HMO  would  be  health  care  based  on  preventive  and 
diagnostic  services. 

Such  a  program,  say  backers,  would  eventually  reduce  the  cost  of  existing 
insurance  premiums  and  improve  the  quality  of  health  care. 

The  HMO  program,  according  to  Bernard  Rappaport,  BCHF  executive  direc- 
tor, would  be  voluntary. 

"The  goal,"  he  said  Wednesday,  "would  be  for  all  interested  persons  in  Bexar 
County  to  participate. 

A  main  part  of  the  program,  said  Rappaport,  involves  care  for  the  "medically 
indigent"  in  Bexar  County. 

Defined  as  the  person  unable  to  pay  for  needed  health  care  services,  the 
"medically  indigent"  patient  often  neglects  health  care  needs  or  receives  only 
"crisis  situation"  care. 

Rappaport  said  the  HMO  program — through  emphasis  on  "preventive  medi- 
cine," better  review  of  existing  insured  medical  services,  and  general  improve- 
ment in  the  health  care  delivery  structure — can  "greatly  aid"  the  medically 
indigent. 

Rappaport  said  care  of  the  medically  indigent  is  a  vital  part  of  the  program. 

He  said  that  several  census  tract  areas  on  the  city's  East  and  West  sides, 
including  sections  of  the  Model  Cities  area,  would  be  involved  in  initial  HMO 
development  plans. 

Basic  question  involved  in  extending  the  HMO  concept  to  the  medically  in- 
digent— which  Rappaport  said  could  number  as  high  as  240,000  in  Bexar — is 
that  of  cost. 

Rappaport  and  Dr.  R.  Reagan  Hicks,  president  of  the  BCMF,  said  some 
federal  funding  is  anticipated — the  initial  HMO  study  has  been  financed  in 
part  by  a  $64,000  Department  of  Health,  Education  and  Welfare  grant — through 
supplemental  HEW  funding,  Model  Cities  money  and  other  federal  sources. 

The  Wednesday  meeting  attracted  a  variety  of  city  and  county  political 
officials,  including  Mayor  Gatti,  State  Sen.  Joe  Bernal,  City  Council  member 
Ed  Hill,  and  State  Reps.  Guy  Floyd,  Paul  Silber  and  Tony  Dramberger. 

Bernal  suggested  that  residents  from  the  Model  Cities  area  be  included  in 
the  planning  phases  of  the  HMO  program. 

Members  of  the  board  of  the  BCMF  replied  that  residents'  views  and  opin- 
ions would  form  an  "important  segment"  of  the  actual  planning  for  the 
program. 

Rappaport  said  the  program  would  be  implemented  over  the  next  three  to 
five  years. 

Key  to  the  program,  he  said,  was  the  fact  that  the  "preventive  medicine" 
aspects  of  the  program — in  which  the  insurance  policy  coverage  includes 
routine  doctor  visits  and  other  "maintenance"  services — reduce  overall  medical 
costs. 

[From  the  San  Antonio  Express,  May  5,  1972] 

Health  Maintenance  Plan  Excludes  Poverty  Families 
(By  David  Shute) 

There  will  be  no  low-income  families  in  the  Bexar  County  Medical  Founda- 
tion's Health  Maintenance  Organization  when  it  is  set  to  go  into  operation,  it 
was  announced  at  a  meeting  Thursday  night. 

In  a  report  by  Bernard  Rappaport.  executive  secretary  of  the  medical  foun- 
dation, it  was  explained  that  when  the  city  withdrew  its  application  for  an 
HMO  a  year  ago.  part  of  the  agreement  was  that  the  foundation  would  attempt 
to  find  a  way  of  providing  preventive  health  care  services  to  the  indigent  of 
the  metropolitan  area. 

"There  is  no  way  of  including  the  indigent  in  any  such  program,"  Rappaport 
said,  as  he  outlined  the  proposed  HMO  for  the  community  health  services  sub- 
committee of  the  Health  Coordinating  Committee  of  the  Alamo  Area  Council 
of  Governments. 
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Rappaport  unveiled  what  was  described  as  a  "competitive"  plan  that  would 
operate  similar  to  existing  pre-paid  medical  and  hospitalization  insurance 
plans,  with  provisions  "down  the  line"  for  including  indigents.  Rappaport 
said  the  foundation  program  will  be  ready  for  packaging  and  "pre-marketing" 
to  employe  groups  and  individuals  in  October. 

He  said  negotiations  are  under  way  with  various  insurance  firms  to  carry 
the  plan,  which,  it  was  estimated,  might  cost  $50  a  month  for  a  family  of  three 
or  more  for  an  array  of  health  and  medical  services. 

"We  intend  to  set  up  a  program  for  marketing  to  those  who  can  pay  for 
themselves,"  Rappaport  said.  He  said  261  doctors  now  belong  to  the  foundation 
and  that  the  new  services  will  be  provided  to  enrollees  only  through  member 
doctors  who  would  contract  with  the  foundation  for  set  fees. 

He  said  the  services  anticipated  in  the  new  health  insurance  package  "are 
far  more  liberal  than  75  per  cent  of  existing  long-range  plans."  The  proposed 
coverage  extended  to  such  areas  as  psychiatric  treatment,  unlimited  calls  at 
a  doctor's  oflSce,  X-ray  and  partial  payment  of  all  prescriptions. 

Rappaport  said  the  effort  to  include  low-income  families  in  the  HMO  was 
predicated  on  hopes  last  year  that  federal  funding  would  be  available  to  pay 
the  cost  of  enrolling  low-income  families  in  the  insurance  plan. 

"That  legislation  never  came  about,"  he  said. 

Healso  said  three  metropolitan  hospitals  have  agreed  to  participate  in  the 
plan  and  that  one  insurance  firm — Blue  Cross  and  Blue  Shield — has  been  con- 
tacted about  the  possibility  of  carrying  the  foundation's  plans. 

"They  are  anxious  to  do  this,  because  we  would  be  in  competition  with  them," 
Rappaport  said. 

In  acting  on  the  foundation's  request  for  $122,340  in  federal  funds  for  the 
second  year  of  developing  the  program,  the  subcommittee  gave  favorable  re- 
view. That  would  be  matched  to  $10,275  in  local  funds. 

The  subcommittee  also  gave  favorable  review  to  a  second  year  funding  for 
Comprehensive  Health  Care  Model  being  operated  experimentally  by  the  Uni- 
versity of  Texas  Medical  School  at  San  Antonio.  That  program — the  center  of 
continued  controversy — is  seeking  $1.4  million  in  federal  funds  and  $73,377  in 
local  funds  for  its  second  operating  year  which  will  include  expansion  of 
services  to  the  Holy  Redeemer  Clinic  on  the  East  Side. 

[From  the  San  Antonio  Express,  May  17,  1972] 
Unity  Council  Quits  Consumer  Advisory  Group 

The  Mexican-American  Unity  Council  Tuesday  announced  it  is  withdrawing 
its  representative  from  the  Bexar  County  Medical  Foundation's  Consumer 
Advisory  Committee  because  of  the  failure  to  fund  health  care  for  the  poor  in 
the  foundation's  Health  Maintenance  Organiation. 

In  a  letter  addressed  to  the  foundation's  executive  director,  Bernard  Rap- 
paport, MAUC's  board  chairman,  Ignacio  A.  Perez,  said  the  action  was  a 
resent  "of  the  foundation's  recent  statement  concerning  the  inability  of  the 
foundation's  HMO  design  to  reach  the  indigent." 

The  foundation,  nearing  completion  of  a  one-year  feasibility  study  for  HMO, 
recently  reported  that  insurance  carriers  had  estimated  a  monthly  premium  of 
$50  or  $55  to  provide  the  health  services  described  in  the  HMO  proposal. 

Rappaport  explained  that  negotiations  are  underway  with  Medicare  and 
Medicaid  oflBcials  to  enroll  some  of  their  beneficiaries  in  the  HMO,  but  that 
in  the  absence  of  some  form  of  national  health  insurance  "there  is  no  way  to 
cover  the  premium  for  the  indigent  enrolee." 

A  second-year  funding  application  for  the  foundation's  HMO  program  re- 
ceived subcommittee  approval  earlier  this  month  but  still  mu.st  be  considered 
by  the  Alamo  Area  Council  of  Government's  executive  committee  before  being 
forwarded  to  the  Department  of  Health,  Education  and  Welfare. 

The  Consumer  Advisory  Committee  was  required  by  HED  to  "provide  input 
from  a  broad  cross-section  of  the  community." 

Perez,  in  his  letter,  which  Rappaport  had  not  yet  received  Tuesday,  added. 
"We  (MAUC)  will  recommend  to  other  agencies  and  organizations  that  other 
alternative  maintenance  schemes  be  designed  so  as  to  better  serve  the  Mexican- 
American  Communitv." 
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Rappaport  emphasized  that  lack  of  funds  for  indigents  "became  a  fact  several 
months  ago"  and  said  the  advisory  committee  had  resolved  "to  attempt  to  dis- 
cover or  develop  funding  sources  to  include  indigents  in  the  HMO  proposal." 
He  also  said  HEW  officials  had  pointed  out  this  lack  of  funds  both  "in  their 
evaluation  and  advice"  concerning  the  HMO  proposal. 

[National  Journal,  Sept.  2,  1972] 

Health  Repobt/Intense  Lobbying  Dbive  by  Medical  Gboup  Dims  Pbospects 

FOE  HMO  Legislation 

(By  John  K.  Iglehart) 

The  Administration-initiated  drive  to  begin  changing  the  shape  of  the  health- 
care delivery  system  in  the  United  States  is  faltering. 

Legislation  to  subsidize  the  creation  of  health  maintenance  organizations — 
physicians  working  primarily  in  prepaid  group  practices  instead  of  practicing 
alone  for  fees  charged  after  the  service  is  rendered — is  in  trouble  this  year  for 
several  reasons : 

The  American  Medical  Association,  which  fears  that  the  free-enterprise 
nature  of  most  medical  practice  would  be  subverted  by  HMOs,  has  mounted 
an  intense  lobbying  campaign  designed  to  kill  the  proposal. 

Under  pressure  from  the  AMA,  particularly  with  regard  to  the  sizeable  cam- 
paign contributions  doctors'  groups  traditionally  deliver  to  the  GOP,  the  Ad- 
ministration has  toned  down  its  support  for  HMOs — support  that  was  an- 
nounced in  enthusiastic  terms  by  President  Nixon  last  year. 

Sen.  Edward  M.  Kennedy,  D-Mass.,  has  pushed  through  the  Senate  Labor 
and  Public  Welfare  Committee  an  HMO  bill  looking  to  establishment  of  a 
nationwide  system  at  a  federal  cost  of  more  than  $5  billion  over  the  next  three 
years.  But  Rep.  Paul  G.  Rogers,  D-Fla.,  who  is  Kennedy's  counterpart  as 
chairman  of  the  House  subcommittee  handling  health  matters,  believes  that  any 
new  HMO  program  should  be  experimental  in  nature.  This  wide  variance  in 
approach  and  degree  of  financial  commitment  will  be  difficult  to  reconcile  in 
the  waning  weeks  of  the  92nd  Congress. 

It  appears  that  only  a  strong  push  from  the  White  House  could  salvage  the 
legislation  in  this  congressional  session.  But  that  push  is  not  likely  to  be  made. 

Preemption  issue :  The  clearest  public  reflection  of  the  cooler  White  House 
attitude  toward  HMOs  is  a  reversal  in  its  earlier  position  on  federal  preemption 
of  state  laws  that  restrict  HMO  development.  The  Administration  disclosed 
Aug.  14  in  a  close  mark-up  session  of  Capitol  Hill  that  it  now  opposes  pre- 
emption language  in  an  HMO  bill. 

"Conceptually,  the  new  policy  position  is  a  major  retreat,"  said  one  HEW 
Department  official.  President  Nixon  strongly  endorsed  the  preemption  of  "ar- 
chaic laws  in  22  states  which  prohibit  or  limit  the  group  practice  of  medicine" 
in  his  health  message  to  Congress  Feb.  18,  1971.  HEW  Secretary  Elliot  L. 
Richardson  voiced  an  equally  strong  commitment  to  federal  preemption  language 
in  an  HMO  bill  during  Capitol  Hill  testimony  April  11. 

Extent  of  commitment:  The  Administration's  more  skeptical  attitude  toward 
HMOs  is  based,  in  part,  on  the  shape  of  Kennedy's  HMO  bill  (S.  3327;  SRept 
92-978),  which  was  reported  July  21  by  the  Senate  Labor  and  Public  Welfare 
Committee  and  may  reach  the  floor  in  early  September. 

The  Kennedy  bill  would  authorize  expenditures  of  $5.1  billion  over  three 
years,  the  bulk  of  it  in  direct  federal  grants  to  subsidize  establishment  and 
operation  of  HMOs  around  the  nation.  Of  the  total,  $1.8  billion  would  be 
earmarked  to  help  finance  health  care  for  poor  people  who  otherwise  could 
not  use  the  HMO  facilities.  The  bill  also  would  create  a  Commission  on  Quality 
Health  Care  Assurance  to  check  the  performance  of  HMOs. 

The  magnitude  of  the  Kennedy  bill  has  upset  officials  at  the  President's 
Office  of  Management  and  Budget,  whose  ever-present  concern  is  the  whopping 
budget  deficit,  which  they  now  estimate  at  $27  billion  for  fiscal  1973.  The  bill 
has  prompted  the  OMB  to  reexamine  the  proper  federal  role  in  promoting 
HMO  development. 

The  Administration's  original  proposal  envisioned  nationwide  establishment 
of  HMOs.  The  White  House  bill  projected  HMO  expenditures  of  $2.1  billion 
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over  three  years,  although  only  $300  million  would  be  in  direct  grants  while 
the  rest  would  consist  of  federally-guaranteed  loans. 

But  the  White  House  commitment  to  HMO  development  on  that  scale  is 
now  in  doubt.  The  platform  endorsed  by  the  Republican  National  Convention 
last  week  mentions  HMOs  only  in  passing — as  a  worthwhile  experiment. 

Rep.  Rogers'  Interstate  and  Foreign  Commerce  Subcommittee  on  Public 
Health  and  Envornment — now  the  target  of  heavy  AMA  pressure — has  endorsed 
an  experimental  approach  in  mark-up  sessions  held  to  date.  The  bill  would 
$335.3  million  over  three  years,  and  Rogers  said,  "The  philosophy  of  the 
House  bill  is  demonstration  of  the  HMO  concept.  We  want  to  see  if  it  works 
before  making  a  wholesale  federal  commitment  to  the  idea." 

AMA  LOBBYING 

For  a  time  while  Mr.  Nixon  was  serving  as  Vice  President  of  the  United 
States,  Dr.  Malcolm  C.  Todd  was  his  personal  physician. 

And  Todd's  personal  and  political  friendship  with  Richard  Nixon  antedates 
that  period :  he  has  aided  in  Nixon  campaigns  ever  since  the  bitter  battle  22 
years  ago  against  Helen  Gahagan  Douglas  for  a  U.S.  Senate  seat  in  California. 

Now,  Todd  is  a  surgeon  in  Long  Beach,  Calif.,  and  is  serving  as  chairman 
of  Physicians  for  the  Reelection  of  the  President. 

Todd  also  is  an  elected  oflScial  of  the  AMA — he  is  a  member  of  the  asso- 
ciation's House  of  Delegates — and  in  his  dual  role  he  is  acting  as  a  leader  of 
the  AMA's  opposition  to  the  HMO  legislation. 

In  an  interview,  Todd  frankly  said  that  the  AMA  had  brought  to  bear  on 
the  Administration  "all  the  force  we  could"  in  opposition  to  the  HMO  legis- 
lation. And  he  credited  that  pressure  with  causing  "some  backtracking  on  the 
part  of  the  White  House." 

All-out  effort:  Not  since  the  AMA  went  to  the  well  in  1969  to  stop  the 
appointment  of  Dr.  John  H.  Knowles  as  assistant  HEW  secretary  for  health 
and  scientific  affairs  has  the  association  devoted  so  much  energy  and  money 
to  a  Washington  issue  as  it  now  is  expending  on  HMOs. 

The  association  is  attacking  the  issue  from  every  conceivable  direction  in 
an  intensive  campaign  to  kill,  or  at  least  forestall,  HMO  legislation.  And  in 
the  absence  of  strong  countervailing  forces,  the  AMA's  drive  has  enjoyed 
some  success. 

The  AMA's  efforts  in  opposition  to  HMO  legislation  extend  well  beyond 
Washington-based  lobbying  to  include  letters,  telephone  calls,  telegrams  and 
personal  visits  to  members  of  Congress  from  AMA  members. 

Money :  But  dollars  and  cents  constitute  the  real  reason  that  the  AMA 
now  enjoys  a  significant  degree  of  leverage  over  the  HMO  issue. 

The  association's  political  arm  is  second  only  to  organized  labor's  Committee 
on  Political  Education  in  dispensing  campaign  contributions  in  an  election 
year. 

In  1970,  for  example,  the  American  Medical  Political  Action  Committee 
reported  giving  $636,500  in  campaign  contributions  to  candidates  for  the  U.S. 
House  and  Senate.  AMPAC's  local  aflSliates  contributed  an  estimated  $2.5 
million  more  to  Congressional  campaigns.  This  year,  the  association  presumably 
will  spend  that  much  or  more.  (For  a  report  on  AMPAC,  see  Vol.  2,  No.  31, 
p.  1659.) 

The  AMA  recognizes  that  the  duration  of  its  financial  leverage  is  limited. 
One  association  oflScial  said  privately :  "We're  in  the  driver's  seat  now,  but 
once  the  election  is  over  it  will  be  a  different  story.  Any  commitment  we  get 
from  the  White  House  to  curb  HMOs  must  be  made  before  Nov.  7." 

Meeting,  letters :  Many  AMA  physicians  fear  the  economic  consequences  of 
a  federal  drive  to  set  up  a  health  delivery  system  around  HMOs  that  would 
compete  against  the  solo  fee-for-service  practitioner. 

This  concern  came  to  a  fever  pitch  last  March  13  when  the  AMA's  council 
on  legislation  engaged  HEW  Secretary  Elliot  L.  Richardson  in  a  heated  debate 
over  the  potential  merits  of  HMOs. 

Richardson  and  his  entourage  cited  projections  that  there  would  be  1,210 
operative  HMOs  by  1980.  This  would  give  90  per  cent  of  the  population  the 
option  of  receiving  health  care  from  an  HMO,  they  said. 

The  AMA  council  members  balked  at  federal  HMO  subsidies  as  unfair,  but 
Richardson  was  undeterred.  He  told  the  physicians  that  if  they  opted  out  of 
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the  HMO  debate  by  simply  opposing  the  idea,  Congress  probably  would  shape 
the  system  on  its  own. 

The  talk  was  too  much  for  the  doctors,  most  of  whom  are  Republicans  who 
believe  that  their  past  support  for  the  party  entitles  them  to  better  treatment 
from  the  Administration  than  creation  of  a  competing  health-care  delivery 
system. 

One  physician-council  member  said  privately  in  an  interview:  "I  absolutely 
blew  my  damn  lid  after  Richardson's  comments  at  that  meeting.  I  told  Todd 
I  would  quit  the  Physicians'  Committee  (for  the  Reelection  of  the  President) 
if  this  was  all  we  could  expect  from  the  Nixon  Administration." 

Todd  acknowledged  that  many  of  the  council  members  were  upset  by  Rich- 
ardson's comments.  "That  meeting  sparked  a  letter  I  wrote  to  the  President 
to  air  this  HMO  thing." 

Todd  said  he  has  written  to  the  President  "several  times"  on  HMOs  and 
Mr.  Nixon  has  replied,  "My  last  letter  was  written  at  the  suggestion  of 
(James  H.)  Cavanaugh  (staff  assistant  to  the  President  for  health  affairs). 
And  I  also  have  discussed  this  with  Counselor  (to  the  President  Robert  H.) 
Finch." 

Todd  declined  to  specifically  discuss  his  running  dialogue  with  the  President 
on  HMOs.  But  he  did  say  Richardson's  comments  "made  a  lot  of  doctors  mad." 

HEW  vs.  White  House:  According  to  Todd,  the  White  House  responded  to 
the  AMA  arguments  by  directing  the  HEW  Department  to  mute  its  enthusiastic 
efforts  on  behalf  of  HMOs.  The  HEW  Secretary  since  "has  called  off  the 
aggressiveness,"  Todd  said,  "and  this  is  good." 

(In  response,  Richardson  said,  "I  am  not  aware  of  any  AMA  pressure  on 
the  White  House.  There  has  been  no  pressure  from  the  White  House  and 
we  haven't  backed  off.") 

As  Todd  explains  it,  the  HEW  Department  is  responsible  on  its  own  for  the 
grand-scale  projections  of  federal  assistance  to  hundreds  of  HMOs. 

"The  President  was  told  this  HMO  idea  on  the  assumption  that  HEW  would 
run  some  pilot  HMOs  to  see  if  they  work,  not  to  finance  a  whole  new  delivery 
system,"  said  Todd. 

"When  he  gave  the  signal,  all  the  Wilbur  Cohenites  (former  HEW  Secre- 
tary (1968-69)  Wilbur  J.  Cohen)  really  went  to  work." 

Contributions  pitch :  Todd  has  colored  his  pitch  at  the  White  House  in 
political  terms,  saying  the  proposal  makes  it  diflScult  to  raise  campaign  cash 
from  physicians  to  aid  Mr.  Nixon's  reelection  bid. 

"As  chairman  of  the  Physicians'  Committee  (for  the  Reelection  of  the 
President)  I  have  a  problem  in  raising  money  for  Nixon  because  of  this  HMO 
thing,"  said  Todd. 

"The  ( (HMO)  thing  comes  up  invariably  with  physicians.  They  say,  'I  don't 
know  about  this  HMO  thing'  "  when  they  are  approached  to  contribute  to  the 
President's  campaign. 

Todd  also  argues  that  individuals  who  advocate  changing  the  health  delivery 
system  through  HMOs  are  not  likely  to  vote  for  Mr.  Nixon  anyway.  "HMO 
advocates  never  have  voted  for  Nixon  and  never  will,"  he  said. 

White  House  aide :  Cavanaugh,  the  White  House  aide,  went  to  the  AMA's 
annual  convention  in  San  Francisco  June  19  to  soothe  tiie  association's  fears 
that  the  Administration  was  bent  on  financing  the  development  of  hundreds 
of  HMOs. 

"I  worked  to  dispell  the  noaion  that  the  Administration  was  seeking  to 
blanket  the  country  with  HMOs,"  Cavanaugh  said  in  an  interview. 

AMA  chief:  The  AMA's  hierarchy  has  worked  in  other  ways  in  attempts  to 
sidetrack  a  federal  commitment  to  HMOs.  Dr.  Russell  B.  Roth,  the  association's 
president-elect,  sought  to  head  off  further  federal  HMO  funding  from  his 
position  as  a  member  of  the  HEW  regional  medical  program's  advisory 
committee. 

At  the  committee's  meeting  on  June  5  and  6.  Roth  strenuously  objected  to 
the  proposed  expenditure  of  $4.2  million  in  regional  medical  program  funds 
for  HMO  development.  Despite  Roth's  objection,  the  council  voted  to  approve 
expenditure  of  the  funds  for  HMOs. 

GOP  platform  :  Another  AMA  official,  Wayne  W.  Bradley,  assistant  director 
of  its  Washington  office,  worked  with  the  Committee  on  Resolutions  to  the 
Republican  National  Convention  in  an  effort  to  moderate  the  Administration's 
advocacy  of  HMOs. 
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The  Republican  platform  falls  far  short,  in  its  mention  of  HMOs,  of  the 
praise  Mr.  Nixon  heaped  on  the  concept  in  his  1971  health  message,  and 
endorses  them  only  as  "innovative  experiments." 

Hill  lobbying:  Two  AMA  lobbyists,  James  W.  Foristel  and  Howard  Lee 
Cook  Jr.,  are  performing  the  bulk  of  the  association's  lobbying  on  Capitol 
Hill  against  HMO  legislation. 

The  AMA  all  but  ignored  the  HMO  deliberations  of  the  Senate  Labor  and 
Public  Welfare  Committee,  figuring  that  with  Kennedy  in  control  the  asso- 
ciation's chances  of  influencing  the  shape  of  the  bill  were  nil. 

But  the  association  has  sought  to  slow  down  floor  consideration  of  Kennedy's 
bill  by  urging  Sen.  Robert  C.  Byrd,  D-W.  Va.,  the  majority  whip,  to  delay  its 
placement  on  the  Senate  calendar. 

Senate  reaction — Kennedy,  angered  by  the  AMA's  tactice,  said  Aug.  17  in  a 
news  release:  "Almost  every  member  of  this  body  (Senate)  has  received  a 
communication  from  his  state  medical  society,  and  representatives  of  the 
American  Medical  Association  have  approached  the  leadership  of  the  Senate 
in  an  attempt  to  bottle  the  bill  up." 

Kennedy  added :  "This  clumsy  effort  on  their  part  is  another  example  of 
the  attempts  of  a  narrow  interest  group  to  influence  national  legislation  to 
its  own  advantage." 

The  AMA  has  been  successful  in  delaying  Senate  floor  consideration  of  the 
HMO  bill  since  it  was  reported  July  21,  but  Byrd  has  had  nothing  to  do  with 
it.  Sen.  Peter  H.  Dominick,  R-Colo.,  a  member  of  the  Senate  Labor  and  Public 
Welfare  Subcommittee  on  Health,  has  refused  to  make  a  time  agreement  for 
floor  debate  of  the  HMO  bill,  thus  delaying  its  consideration. 

Dominick,  who  often  addresses  AMA  meetings,  objects  to  the  magnitude 
of  the  Kennedy  HMO  bill.  In  minority  views  expressed  in  the  committee's 
report,  he  criticized  a  number  of  the  bill's  provisions,  including  the  exclusion 
of  medical  foundations  as  recipients  of  HMO  funds. 

Dominick  plans  to  introduce  an  amendment  to  the  committee's  bill  which 
would  authorize  HEW  to  fund  existing  medical  foundations  as  HMOs.  Kennedy 
strongly  opposes  their  inclusion,  arguing  that  they  are  nothing  more  than 
extensions  of  AMA-dominated  county  and  state  medical  societies. 

Medical  foundations  are  operating  or  organizing  in  43  states.  They  reflect 
attempts  by  physicians  to  protect  the  traditional  mode  of  rendering  medical 
care — individual  fee-for-service  practice.  The  facilities  are  organized  and  con- 
trolled by  county  or  state  medical  societies. 

Although  physicians  who  practice  under  the  aegis  of  a  foundation  are  paid 
on  a  fee-for-service  basis,  the  fees  are  fixed  and  prepaid.  Foundation  physi- 
cians practice  in  their  own  ofi5ces,  but  they  submit  their  bills  to  a  central 
location  for  scrutiny  by  bellow  physicians  who  review  the  claims. 

House  activity — While  the  AMA  has  concentrated  its  time  in  the  Senate 
on  maneuvers  that  could  slow  down  consideration  of  HMO  legislation,  it  has 
directed  its  efforts  in  the  House  at  modifying  the  substance  of  the  Rogers 
subcommittee  proposal. 

Foristel  has  sought  to  convince  a  majority  of  the  subcommittee's  members 
to  strip  the  HMO  bill  of  language  that  would  grant  HEW  the  power  to 
preempt  state  laws  which  restrict  HMO  development. 

Foristel  argued  in  an  Aug.  9  letter  to  Rep.  Tim  Lee  Carter,  R-Ky.,  a 
practicing  physician  and  AMA  member,  that  "it  has  been  long  established 
policy  in  this  country  to  allow  the  states  to  regulate  the  provision  of  health 
services." 

Foristel  noted  that  a  number  of  states  have  laws  which  restrict  or  prohibit 
"certain  forms  of  practice."  such  as  HMOs.  He  argued  that  "those  states 
which  do  contain  these  prohibitions  would  have  compelling  arguments  for 
them  and  .  .  .  these  arguments,  and  therefore  these  laws,  should  be  allowed 
local  supremacy.  Incidentally,  your  state  (Kentucky)  has  such  a  restrictive 
law." 

Although  the  AMA  lobbyists  are  concentrating  now  on  seeking  .substantive 
modifications  in  the  House  subcommittee's  bill,  they  also  are  making  contacts 
with  other  House  members  who  could  delay  or  expedite  the  measure  once 
Rogers  releases  it. 

Rep.  Harley  O.  Staggers,  D-W.  Va.,  chairman  of  the  parent  Interstate  and 
Foreign  Commerce  Committee,  is  a  principal  target  of  this  aspect  of  the  asso- 
ciation's campaign. 
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The  full  committee  already  has  a  heavy  schedule  of  legislation  before  it, 
including  a  power-plant  siting  bill  (HR  14066),  which  has  tied  up  the  panel 
in  mark-up  sessions  for  a  month  with  the  end  nowhere  in  sight. 

President  Nixon  has  written  to  Staggers  and  urged  him  to  expedite  the  power- 
siting  legislation.  (For  details  on  issue,  see  Vol.  4,  No.  20,  p.  827.) 

With  power-plant  siting  legislation  before  the  committee  and  other  major 
bills  also  on  the  agenda.  Staggers  could  well  argue  that  a  lack  of  time  precludes 
full  committee  consideration  of  an  HMO  bill  this  year. 

Relations  between  Staggers  and  Rogers  are  not  the  best.  Staggers  has  ex- 
pressed to  other  members  of  the  full  committee,  including  Rep.  William  L. 
Springer,  111.,  the  ranking  Republican,  a  lack  of  enthusiasm  for  reporting  out 
HMO  legislation  this  year. 

HOUSE  MARKUP 

Rogers,  well  aware  of  the  cross-currents  that  are  running  on  the  HMO 
issue,  is  taking  a  cautious  course  to  consensus  on  a  bill  that  he  hopes  his 
subcommittee  members  will  back  solidly  in  full  committee,  on  the  floor  and 
in  conference. 

"We're  trying  to  write  a  piece  of  legislation  that  can  be  vigorously  supported 
by  the  whole  panel,"  Rogers  said.  "We're  very  close  to  that  point." 

In  moving  toward  that  point,  the  subcommittee  has  placed  significant  stric- 
tures on  the  federal  role  in  reshaping  the  health  delivery  system  through  sub- 
sidizing HMO  development. 

Provisions:  In  its  fifth  and  latest  bill  draft,  the  subcommittee  provides  for 
total  spending  authority  of  $335.3  million  over  a  three-year  period  to  plan  and 
develop  150  HMOs. 

The  bill  provides  federal  grants  only  for  HMO  feasibility  studies  and  initial 
development  costs.  At  the  point  of  initial  operation  of  an  HMO,  a  sponsor 
could  receive  only  direct  federal  loans  (out  of  the  $335.3  million)  or  federally- 
guaranteed  loans.  The  subcommittee's  bill  provides  similar  assistance  for  HMO 
construction  projects. 

The  program  envisioned  by  the  subcommittee  as  a  result  of  its  bill  is  ex- 
perimental. "We  are  not  embarking  on  anything  like  the  Administration  has 
stated  as  its  goal — an  HMO  option  available  to  90  per  cent  of  the  population 
by  1980,"  Rogers  said. 

"I  think  it's  premature,  a  network  approach,"  he  said.  "If  we  go  about  this 
in  a  reasonable  way,  gain  some  experience  before  trying  to  shift  massive  seg- 
ments of  the  population  to  HMOs,  I  think  this  approach  will  be  more  accept- 
able." 

Members'  views :  In  seeking  to  shape  a  bill  that  his  entire  subcommittee  can 
endorse,  Rogers  has  had  to  contend  with  its  members'  widely  varying  views. 

The  panel's  chief  advocate  of  strong  HMO  legislation  is  Rep.  William  R. 
Roy,  D-Kan.,  and  his  bill  (HR  11728),  which  is  similar  in  some  ways  to 
Kennedy's,  has  formed  the  basis  for  the  subcommittee's  deliberations.  Roy  is 
a  physician,  and  a  member  of  the  AMA,  but  the  Kansas  Medical  Society's 
political  action  arm  is  denying  him  financial  support  in  his  reelection  bid  this 
year,  largely  because  of  his  position  on  HMOs. 

Because  Roy  is  a  freshman,  he  has  attempted  to  enlist  the  support  of  more 
senior  subcommittee  members  for  the  approach  he  favors.  But  although  Demo- 
cratic Reps.  Peter  N.  Kyros.  Maine,  and  James  W.  Symington,  Mo.,  share 
Roy's  conviction  on  HMO  legislation,  they  have  not  taken  vocal  roles  in  the 
subcommittee's  mark-up  of  its  HMO  bill. 

On  the  other  hand,  Republican  Reps.  Carter,  Ancher  Nelsen,  Minn.,  and 
Democrat  David  E.  Satterfield  III,  Va..  strongly  object  to  approving  an  HMO 
bill  of  the  scope  favored  by  Roy.  And  reinforced  by  the  AMA's  aggressive 
lobbying,  they  have  pressed  their  views  in  committee. 

This  has  left  Rogers  in  the  middle,  trying  to  fashion  a  consensus  from  the 
widely  disparate  views  of  the  members  on  his  subcommittee. 

PBEEMPTION  ISSUE 

The  single  toughest  issue  that  Rogers'  Public  Health  and  Environment  Sub- 
committee must  resolve  when  it  returns  to  mark-up  the  week  of  Sept.  5  involves 
the  question  of  preemption  of  restrictive  state  laws. 
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Scope  of  problem:  HEW  estimates  that  there  are  22  states  with  statutes 
that  would  in  one  way  or  another  inhibit  the  development  of  HMOs.  The  states 
are  Alabama,  Alaska,  Georgia,  Idaho,  Illinois,  Iowa,  Kansas,  Kentucky,  Massa- 
chusetts, Michigan,  Montana,  New  Hampshire,  New  Mexico,  North  Dakota, 
Ohio,  Pennsylvania,  South  Carolina,  South  Dakota,  Tennessee,  Vermont,  Vir- 
ginia and  West  Virginia. 

But  the  department  is  not  certain  of  that  figure.  One  HEW  official  said  that 
as  many  as  49  states  may  prohibit  the  development  of  one  or  more  forms  of 
HMO.  The  department  is  seeking  to  determine  the  actual  number  of  states. 

The  most  common  strictures  in  state  law  are  requirements  that  a  medical 
society  approve  the  incorporation  of  an  HMO;  that  physicians  constitute  all 
or  a  majority  of  its  governing  body ;  that  HMOs  submit  to  regulation  as  an 
insurer  of  health-care  services,  and  that  medical  practitioners  cannot  advertise. 

Approaches  to  problem :  The  Senate  committee's  bill  provides  for  the  pre- 
emption of  all  of  these  strictures.  Its  report  says:  "The  committee  strongly 
endorses  this  section  which  will  ensure  an  equal  opportunity  in  all  states  for 
development  of  HMOs." 

The  House  subcommittee,  in  its  latest  draft,  authorizes  the  preemption  of 
restrictive  state  laws  only  for  the  150  federally-sponsored  HMOs  which  the 
panel  would  authorize  HEW  to  fund.  It  would  provide  no  relief  to  HMOs 
developed  without  federal  assistance. 

Dr.  Paul  M.  Ellwood  Jr.,  a  pediatric  neurologist  and  physiatrist  who  is  gen- 
erally regarded  as  the  architect  of  the  Administration's  HMO  bill,  argues  that 
the  House  approach  to  preemption  runs  counter  to  this  proposal,  at  least  as 
originally  conceived. 

"The  House  approach  would  discriminate  in  favor  of  federally-sponsored 
HMOs,  give  these  chosen  public  instruments  an  unfair  competitive  advantage 
over  organizations  that  create  HMOs  without  government  assistance. 

"This  is  the  opposite  of  a  conservative,  pluralistic,  free-enterprise  approach 
and  if  they  are  doing  it  for  the  AMA  I  think  it  will  work  against  AMA 
members  who  want  to  form  HMOs,"  Ellwood  said. 

Walter  J.  McNerney,  president  of  the  Blue  Cross  Association,  advanced  a 
similar  argument  Aug.  22  in  a  letter  to  Rep.  Staggers,  urging  that  the  bill  "be 
broadened  to  override  restrictive  state  laws  regardless  of  whether  the  funds 
derive  from  the  federal  treasury." 

Although  the  House  subcommittee  has  discussed  the  preemption  issue  in 
executive  sessions,  the  language  in  its  latest  draft  is  by  no  means  final.  Rogers 
said :  "The  basic  decision  on  preemption  has  not  yet  been  made." 

Carter,  Satterfield  and  Nelsen  are  opposed  to  the  inclusion  of  preemption 
language. 

The  preemption  of  state  laws  which,  in  effect,  give  state  medical  societies 
veto  power  over  the  development  of  an  HMO  in  a  community  probably  will 
produce  the  most  debate  in  subcommittee.  Rogers  has  said  privately  that  he 
does  not  believe  that  medical  societies  should  have  that  power. 

Administration's  reversal :  When  the  subcommittee  returns  to  work  on  the 
issue  a  key  element  in  its  discussion  will  be  the  Administration's  newly-stated 
opposition  to  preempting  state  laws. 

The  new  policy  declaration  came  out  of  the  Office  of  Management  and  Budget 
on  Aug.  10.  Lynn  M.  Etheredge,  OMB's  budget  examiner  for  the  HMO  program, 
relayed  the  message  to  John  S.  Zapp,  deputy  assistant  HEW  secretary  for 
health  legislation. 

Zapp,  in  explaining  the  policy  reversal,  said  it  had  become  evident  that 
preemption  language  in  the  HMO  bill  could  significantly  slow  down  congres- 
sional movement  on  the  legislation.  And  so  the  Administration  decided  to  scrap 
its  position  in  the  face  of  political  realities. 

Zapp's  explanation  notwithstanding,  the  day  before  the  policy  switch  was 
made,  he  was  prepared  to  explain  HEW's  preemption  proposal  in  the  House 
subcommittee's  mark-up  session.  The  panel  did  not  get  to  the  subject  that  day. 

Several  members  of  the  House  subcommittee  speculate  that  the  Administra- 
tion reversed  its  position  as  a  result  of  AMA  pressure,  but  they  back  up  their 
opinions  with  no  specific  knowledge. 

One  Administration  staff  member  said  the  change  was  more  nearly  the 
result  of  an  attitude  prevailing  at  the  White  House  that  the  federal  govern- 
ment should  not  unnecessarily  tread  on  state  prerogatives. 
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In  any  event,  the  Administration's  new  preemption  policy  runs  counter  to 
the  earlier  stated  views  of  President  Nixon  and  Secretary  Richardson. 

In  his  health  message  to  Congress  on  Feb.  18,  1971,  Mr.  Nixon  directed 
HEW  "to  develop  a  model  statute  which  the  states  themselves  can  adopt  to 
correct  these  anomalies.  In  addition,  the  federal  government  will  facilitate  the 
development  of  HMOs  in  all  states  by  entering  into  contracts  with  them  to 
provide  service  to  medicare  recipients  and  other  federal  beneficiaries  who  elect 
such  programs.  Under  the  supremacy  clause  of  the  Constitution,  these  contracts 
will  operate  to  preempt  any  inconsistent  state  statutes." 

At  a  House  HMO  hearing  April  11,  Rep.  Roy  asked  Richardson  how  the 
panel  should  deal  with  state  laws  which  "prohibit  or  inhibit  HMO  develop- 
ment." ,  .       ~    i. 

Richardson  replied:  "We  think  that  you  should  go  as  far  as,  m  effect,  you 

think  the  traffic  will  bear." 

OUTLOOK 

HMO  never  has  become  a  household  word  among  most  Members  of  Congress. 
And  the  AMA's  drive  to  kill  legislation  to  subsidize  their  development  has 
produced  little  publicity  in  Washington. 

But  the  day  may  come  before  Nov.  7  when  congressional  Democrats  will 
call  the  Administration  to  account  for  its  commitment  to  nurturing  HMOs. 

This  calling  would  well  be  prompted  by  organizations  that  are  pushing  for 
passage  of  HMO  legislation  this  year.  Such  organizations  have  not  been  vocal 
in  recent  months  but  efforts  by  the  Group  Health  Association  of  America,  Inc. 
to  bring  together  during  the  week  of  Sept.  3  labor  and  consumer  groups  on 
behalf  of  HMO  legislation  may  change  that. 

Group  Health  is  a  national  organization  that  represents  operating  HMOs 
in  Washington  and  it  enjoys  close  ties  to  organized  labor.  Group  Health  has 
quietly  sought  to  bring  the  AFL-CIO  into  the  fight  for  HMO  legislation  in  a 
bigger  way  and  this  may  bear  fruit  in  the  coming  weeks. 

Beyond  that,  Kennedy  could  well  become  vocal  on  health  issues  as  a  surro- 
gate for  Sen.  George  S.  McGovern,  S.D.,  the  Democratic  presidential  nominee. 
Kennedy  could  pursue  passage  of  his  HMO  bill  by  following  that  avenue. 

Congressional  Democrats,  on  the  other  hand,  are  hardly  of  one  mind  on  the 
prescription  that  is  proper  to  launch  the  federal  government's  first  serious 
attempt  to  reshape  the  health  delivery  system. 

Kennedy  is  calling  for  a  massive  federal  commitment  to  stimulate  the 
development  of  HMOs  nationally.  And  Rogers  feels  an  experimental  program 
with  no  guarantee  of  life  after  three  years  is  the  proper  course. 

Reconciling  their  differences  may  take  more  time  than  is  available  this  year. 
In  this  event,  the  AMA  will  be  able  to  claim  a  victory  for  the  time  being  in 
protecting  the  solo  fee-for-service  practitioner.  And  the  Nixon  Administration, 
if  it  gains  a  second  term,  will  have  an  opportunity  to  rethink  its  commitment 
to  HMOs  free  of  election-year  considerations. 

[From  the  Dallas  Morning  News,  Jan.  9,  1972] 

NixoN  Strategy  Aimed  At  Mexican-Amebicans 

(By  Tony  Castro) 

President  Nixon,  at  a  cabinet  level  meeting  late  last  year,  told  his  top 
administration  officials  to  "get  off  your  duffs"  and  start  paying  "first  string" 
attention  to  Mexican-American  affairs. 

The  President  was  critical  of  administration  officials  for  assigning  "first 
string"  aides  to  black  affairs  but  relegating  Mexican-American  problems  to 
"second  string"  assistants. 

Mr.  Nixon  assigned  White  House  counselor  Robert  H.  Finch  as  his  personal 
liaison  with  the  Cabinet  Committee  on  Opportunities  for  Spanish  Speaking 
People,  which  he  had  revived  only  months  earlier. 

President  Nixon's  remarks  at  that  cabinet  meeting  now  appear  to  have  given 
further  impetus  to  his  political  plan  designed  to  woo  Mexican-American  voters 
in  his  re-election  bid. 

In  a  series  of  exclusive  stories.  The  Dallas  News  has  reported  that  the 
administration  through  appointments  and  a  sudden  interest  in  Mexican-Ameri- 
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can  affairs  has  developed  a  Chicano  Strategy  as  part  of  President  Nixon's 
re-election  plans. 

The  President's  directive  to  his  cabinet  oflBcers,  according  to  administration 
sources,  was  a  White  House  attempt  to  show  "a  sincere  interest  in  Mexican- 
American  problems  ...  to  relate  to  all  segments  of  the  Mexican-American 
community." 

A  high-ranking  Mexican-American  in  the  administration,  however,  concedes 
that  "obviously  there  is  political  timing." 

"The  administration  is  genuinely  interested  in  hearing  from  Mexican-Ameri- 
cans," he  said.  "The  fact  that  it's  coming  in  an  election  year  makes  people 
look  at  the  efforts  with  a  jaundiced  eye." 

Finch,  former  secretary  of  the  Health,  Education  and  Welfare  Department, 
last  week  contacted  Mexican-American  leaders  in  Texas  to  tell  them  the  admin- 
istration wants  to  learn  more  about  Mexican-American  problems. 

Finch  and  Cabinet  Committee  Chairman  Henry  M.  Ramirez  are  scheduled 
to  meet  with  Mexican-American  leaders  in  Dallas  Jan.  31. 

Ramirez,  a  former  educator  from  the  President's  home  town  of  Whittier, 
Calif.,  is  one  of  several  Mexican-Americans  who  have  been  appointed  to  high 
administration  positions  in  the  last  year. 

The  President  soon  is  expected  to  appoint  another  Mexican-American  to  a 
high  position  close  to  the  White  House,  The  Dallas  News  learned  Saturday. 

A  spokesman  for  the  Republican  National  Committee  late  last  week  said  a 
Mexican-American  will  be  named  to  help  direct  the  national  campaign  for  re- 
electing the  President  once  the  campaign  is  under  way. 

"There  are  plans  here  relative  to  the  Mexican-American  vote,"  said  the 
spokesman,  "but  we  haven't  implemented  them  yet  .  .  .  We'll  be  spending  a 
lot  of  time  with  Mexican-Americans  whether  we  have  a  large  budget  or  a 
small  budget." 

The  GOP  spokesman  said  the  party  will  concentrate  its  Mexican-American 
strategy  on  California  and  Texas,  which  together  have  71  electoral  votes. 
Denver,  Arizona  and  New  Mexico — with  17  electoral  votes — also  have  a  large 
number  of  Mexican-Americans. 

Mexican-American  sources  also  point  out  that  the  administration  appears 
ready  to  capitalize  on  the  U.S.  Civil  Rights  Commission's  Mexican-American 
Education  Study,  a  $1  million  federal  survey  of  Mexican-American  educational 
problems. 

The  second  of  five  reports  on  the  study  was  released  in  December,  and  com- 
mission and  administration  oflScials  formally  announced  the  findings  in  the 
report  in  several  cities,  including  Dallas. 

The  administration,  according  to  sources,  wanted  to  give  the  report  as  much 
exposure  as  possible  in  areas  heavily  populated  by  Mexican-Americans.  Similar 
announcements  reportedly  are  planned  for  the  next  three  reports  of  the  study 
to  be  made  this  year. 

Ramirez  formerly  was  chief  of  the  Civil  Rights  Commission's  Mexican- 
American  Division  which  made  the  study  in  five  Southwestern  states. 

Last  August  the  White  House  appointed  Ramirez  to  the  long-vacant  position 
of  chairman  of  the  cabinet  committee,  which  had  been  ignored  by  the  admin- 
istration during  its  first  two  and  a  half  years. 

[From  the  Dallas  Morning  News,  Jan.  7,  1972] 

Finch  Calls  Meetings — Officials  to  Confer  With  Mexican-American  Leaders 

(By  Tony  Castro) 

White  House  domestic  affairs  adviser  Robert  H.  Finch  has  contacted  Mexi- 
can-American leaders  in  Texas  to  tell  them  the  Nixon  administration  wants  to 
learn  more  about  Mexican-American  problems  in  the  state. 

Mexican-American  leaders  received  letters  Thursday  from  Finch,  who  said 
administration  officials  will  visit  with  them  in  Dallas  soon,  The  Dallas  News 
learned. 

Finch  and  Henry  M.  Ramirez,  chairman  of  the  Cabinet  Committee  on  Oppor- 
tunities for  Spanish  Speaking  People,  are  scheduled  to  meet  with  Mexican- 
American  leaders  in  Dallas  .Tan.  31. 
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A  cabinet  committee  spokesman  said  Finch  and  Ramirez  also  will  meet  with 
the  Southwest  regional  directors  of  cabinet  departments  which  are  members  of 
the  cabinet  committee. 

Finch  and  cabinet  committee  officials,  according  to  the  spokesman,  will  have 
similar  meetings  with  regional  directors  and  Mexican-American  leaders  in  Los 
Angeles  and  Denver,  two  cities  in  regions  heavily  populated  by  Mexican- 
Americans. 

Finch's  letter  and  the  planned  visit  to  Dallas  are  viewed  as  part  of  President 
Nixon's  "Chicano  strategy"  aimed  at  wooing  Mexican-American  voters  to  the 
Republican  ticket  in  the  Nov.  7  election. 

In  a  copyrighted  story  Nov.  24,  The  Dallas  News  reported  the  President's 
strategy  to  appeal  to  Mexican-Americans  by  appointing  Mexican-Americans  to 
high  administration  positions  and  by  taking  an  interest  in  Mexican-American 
affairs. 

The  strategy  apparently  is  to  use  the  Mexican-American  vote  to  help  carry 
Texas,  California  and  three  other  Southwestern  states  worth  a  total  of  88 
electoral  votes,  almost  a  third  of  the  number  needed  for  re-election. 

President  Nixon's  highest-ranking  Mexican-American  official.  Office  of  Eco- 
nomic Opportunity  National  Director  Phillip  V.  Sanchez,  acknowledged  at  a 
news  conference  in  Dallas  Tuesday  that  the  administration's  sudden  interest  in 
Mexican-American  affairs  has  been  partly  politically  motivated. 

Sanchez  said  the  appointments  of  Mexican-Americans  to  high  administration 
positions  could  "have  great  political  consequences  for  the  President  and  his 
administration." 

The  cabinet  committee  itself  is  an  example  of  the  administration's  sudden 
interest  in  Mexican-American  affairs. 

Ramirez,  an  educator  from  the  President's  hometown  of  Whittier,  Calif., 
was  appointed  chairman  of  the  cabinet  committee  last  August  when  the  admin- 
istration decided  to  awaken  the  committee  from  more  than  a  2-year  siesta. 

Until  Ramirez'  appointment.  President  Nixon  had  failed  to  carry  out  the 
law  that  created  the  committee  which  required  that  the  committee  chairman 
meet  with  members  of  the  President's  cabinet  and  that  an  advisory  council 
be  established. 

Ramirez'  predecessor,  Martin  G.  Castilo,  and  former  executive  director  Henry 
Quevedo  both  reportedly  resigned  under  pressure  from  the  White  House. 

A  cabinet  committee  spokesman  indicated  last  March  that  committee  officials 
felt  the  administration  was  quietly  trying  to  phase  out  the  committee,  which 
was  created  during  the  Johnson  administration  and  was  formerly  the  Inter- 
agency Committee  on  Mexican-American  Affairs. 


Exhibit  4. — Letter  From  Bexar  County  Medical  Foundation  to  All  Members  of 
Society  Re  Involvement  of  Government  in  Bexar  County  Medical  Programs 

Bexak  County  Medical  Foundation, 

San  Antonio,  Tex.,  1911. 
Deab  Doctor:  We  thought  that  it  was  in  the  best  interest  of  all  the  doctors 
of  Bexar  County  to  become  familiar  with  the  facts  concerning  the  development 
and  operation  of  the  Bexar  County  Medical  Foundation.  We  are  sure  that 
you  are  familiar  with  the  important  involvement  of  the  Government  in  the 
maintenance  and  operation  of  the  Medicare  and  Medicaid  programs  in  the  State 
of  Texas.  However,  the  cost,  administration  and  operation  of  these  programs 
have  not  been  entirely  satisfactory  to  either  the  American  public,  the  doctors 
or  the  government ;  although  studies  to  modify,  change  or  eliminate  these 
programs  have  been  underway  for  some  time,  it  was  on  February  17th  when 
President  Nixon  stated  in  public  what  was  going  to  be  his  "health  strategy." 
The  details  of  this  new  "health  strategy"  can  be  read  in  the  booklet  published 
by  the  U.S.  Printing  Office,  but  the  basic  concepts  included  in  this  booklet  are 
as  follows : 

1.  Everyone  should  have  good  medical  care  regardless  of  his  ability  to  pay. 

2.  A  greater  emphasis  should  be  placed  in  preventing  disease  rather  than 
treating  it.  For  this  reason,  the  whole  program  was  conceived  as  a  Health 
Maintenance  Organization,  (H.M.O.)  which  will  give  great  emphasis  to  pre- 
ventive medicine,  but  at  the  same  time  will  take  care  of  the  sick. 
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San  Antonio,  Texas  (Now  defunct) 
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WELFARE  -  Regional  Office  VI, 
Public  Health  Service 
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Dallas,  Texas   75202 
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V.     ii'ai  the  appticaXton  appAoved  by  the  VedeAoZ  agency  dz.bcAA.bed  -in  No.   3?     Wal 
a  gnant  aioa-ided?     OtlieA  n.z-ipoi-u,z  ^nom  the  FedeAol  agency.      {Uie  aJ:.taclment!, 
■il  necziioAy.  ] 
Complete  application  was   reviewed   in  Washington,   D.   C.   by  a  national   advisory 
group   to  DH2W/PHS,    the  Migrant   Health  Review  Committee.      The  Committee   recommended 
conditional  approval,   advising   PHS   to  obtain  the   recommendation  of   the  Texas   Com- 
missioner of  Health  which  was   not   included  with   the  application.      DHCW/PHS  advised 
applicant   that   $40,087  grant  could  not  be  awarded  until   the  State-level   recom- 
tnendation  was    forwarded   to  Dallas. 


~F!      TangeX.  Vopulxition.    What  nztghbcnhocd  OA  ipecJ.{i-ic  -ind-igejit  popalation  ttxu> 

to  have  Ueen  ieA\izd  by  the  pnajzcZ,  hoM  many  people,  and  wlicit  type  o^  izAv-ice 
uXiuZd  have  been  pnov-iAed? 

Families  (adults  and  children)  in  LINDA  VISTA  and  VILLA  CORONADO  would  have 
received  public  health  services  and  primary  medical  care  through  this  project. 
Budgeted  funds  would  have  paid  the  salaries  of  nursing  staff  and  reimbursed 

iphjislcians  on  an  hourly  rate  for  clinical  services  rendered.  Approximately  

persons  resided  in  the  target  area  of  the  project. 
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City  and  County  Health  Departments 
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Voluntary  Clinics  and   Community  Centers 
Other. .. 
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iowiczi  and  daXej,  0]$  neiCipapzn  axiicZe^  and  docwnznti  l{  knoicn  to  zxlit. 
The  applicant  was    inforwed   that   the  Texas   Comitssloncr  of  Health  would   recommend 
approval   oi  a  !Uj;i'.Tit   Ten  1th   Ploject  only   i£   I'.c  had  a    Irttcr  of  approval    from 
the  Bexar  County  Medical   Society.    (uCKs).     The  BCMS  deferred   to   theCocrauunity 
Welfare  Council  which   in   turn  formed  a   small   study  committee   to  develop  a   recommendation. 
Latei-,    Ralph   A.    Munslow,    !1.D.  ,    P-.-nU'^-rt   r,0">    Kr-lcd    In    lifter    Co   P';"^',':    "Tbn    Ucl  ':_pxo_ 
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approval  a:;    (the   propo.iu   project)   v.-uld  be  cluilicatic^nof   ijervices  available, 
this' marked~the  end   of  negotiations  with  DHEW' for  the   $40,087"  grant. 
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3.  The  more  efficient  use  of  paramedical  personnel  could  very  well  lower  the 
costs  of  the  medical  care  today,  together  with  favoring  the  emphasis  of  pre- 
ventive medicine. 

4.  The  financing  of  these  health  organizations  will  be  on  the  basis  of  prepaid 
health  services,  thus  establishing  a  wide  base  of  contributors  to  share  the 
expenses  of  the  relatively  few  who  become  sick. 

The  impact  of  these  ideas  have  been  felt  in  the  medical  profession  long 
before  they  were  made  public  by  President  Nixon.  We  should  mention  that 
these  ideas,  by  no  means,  are  strange  to  our  medical  profession,  moreover,  the 
medical  profession  has  been  traditionally  the  one  profession  that  has  had  the 
highest  regard  for  the  health  of  the  public. 

When  President  Nixon  made  public  these  concepts  he  did  not  specify  in  any 
way  which  was  going  to  be  the  vehicle  or  vehicles  to  implement  these  concepts, 
deliberately  leaving  open  the  possibility  to  any  one  who  wanted  to  undertake 
a  program  with  those  principles  in  mind.  Obviously  these  principles  could  be 
carried  out  only  by  three  types  of  organizations. 

1.  The  Government. 

2.  Private  enterprise  or  industry. 

3.  The  doctors. 

It  should  be  mentioned  that  representatives  of  all  three  organizations  have 
made  some  attempt  to  implement  or  organize  these  "Health  Maintenance  Or- 
ganizations." 

The  Bexar  County  Medical  Society  considered  that  the  inclusion  of  either  the 
Government  or  private  industry  in  an  undertaking  of  this  magnitude  will  indeed 
be  deleterious  to  the  principles  of  the  practice  of  medicine,  not  only  from  the 
economical  point  of  view,  but  from  the  decreasing  role  of  the  doctors  in  admin- 
istering and  controlling  their  own  destiny.  It  was  for  this  reason  that  the 
Bexar  County  Medical  Society  decided  that  the  most  logical,  most  appropriate 
and  most  eflScient  vehicle  to  carry  out  ideas  which  the  Medical  Society  them- 
selves have  expressed  and  practiced  for  a  long  time  was  an  "all  doctor  or- 
ganization" and  proceed  with  organization  of  the  Bexar  County  Medical 
Foundation  which  is  to  be  the  organization  that  will  make  possible  the 
existance  of  a  Health  Maintenance  Organization. 

It  should  be  mentioned  that  when  the  Medical  Society  took  such  a  step,  it 
was  not  without  a  precedent;  other  medical  societies  have  done  it  in  the  past 
and  they  have  been  rewarded  with  considerable  success ;  furthermore,  with 
considerable  well  being  on  the  part  of  patients  and  physicians.  The  Medical 
Society  considered,  too,  that  should  other  organizations  besides  "all  doctors 
organization"  organize  such  programs,  the  principle  of  doctors  and  patients 
relationship  will  be  broken  and  the  principle  of  fee  for  service  considerably 
endangered. 

We  would  like  to  ask  you  to  become  familiar  with  the  steps  that  we  have 
taken  in  order  to  preserve  our  dear  principles.  Certainly,  this  is  the  main 
purpose  of  this  organization.  The  Bexar  County  Medical  Foundation  will  permit 
carrying  out  the  concepts  expressed  in  the  presidential  message,  and  at  the 
same  time,  keep  the  control  of  practice  of  medicine  where  it  belongs,  "among 
the  doctors."  Not  only  that,  but  it  will  permit  and  defend  the  freedom  of 
choice  of  doctors  and  patients  and  the  principle  of  "fee  for  service."  In  the 
following  papers  you  will  find  in  detail  the  information  about  the  Bexar 
County  Medical  Foundation,  etc. 

Advisory  Committee  to  the  Board  of  Trustees 

of  the  Bexar  County  Medical  Foundation. 


Exhibit  5. — Correspondence  Between  Joe  L.  De  Los  Santos,  Sam  V.  Stone,  Jr.. 
and  Olenn  Bell  Re  Application  Forms  and  Statement  of  Requirements  for 
Physidams  To  Be  Licensed  in  Texas 

Htldago  County  Health  Cabe  Corp., 

Edinburg,  Tex.,  October  27, 1972. 
Glenn  Bell, 

Migrant  Health  Representative, 
HEW  Regional  Office, 
Dallas,  Tex. 

Dear  Mr.   Bell:  Mr.  Xico  Alvarado.  the  Migrant  Health  Project  Adminis- 
trator, has  requested  that  we  advise  you  of  your  next  board  meeting  at  least 
35-554  0— 74— pt.  1 13 
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thirty  (30)  days  prior  to  the  meeting.  The  board  normally  has  been  meeting 
every  two  weeks.  The  next  board  meeting  is  scheduled  for  November  8,  1972  at 
7:30  p.m.  Place  of  meeting  is  the  Commissioners  Courtroom  at  the  Hidalgo 
County  Courthouse,  Edinburg,  Texas.  An  oflacial  agenda  will  be  prepared  and 
mailed  one  week  prior  to  the  meeting,  a  copy  will  be  furnished  to  you. 

On  another  subject — We  recently  queried  the  Texas  State  Board  of  Medical 
Examiners  for  their  requirements  to  license  foreign  medical  physicians  and 
reciprocal  application  procedures  for  physicians  licensed  to  practice  in  other 
states.  Our  letter  ended  up  with  their  attorney,  Mr.  Sam  V.  Stone,  Jr.,  which 
resulted  in  attached  letter. 

Reason  for  our  query  is  that  several  "young"  Mexican  physicians  would  like 
to  practice  in  our  clinics  if  they  can  be  licensed  in  Texas.  In  addition,  there 
is  another  physician  who  has  practiced  in  Illinois  and  served  in  the  American 
Armed  Forces  as  a  physician  for  five  years  who  is  also  interested  in  practicing 
at  our  clinics.  He  currently  practices  in  Reynosa,  Mexico,  but  lives  in  McAllen. 

This  is  the  same  problem  that  we  had  in  San  Antonio  and  I  am  sure  all 
over  Texas,  but  it  has  never  been  resolved.  I  would  like  to  discuss  this  matter 
with  you  if  you  come  to  the  valley  for  our  board  meeting  on  November  8, 
1972.  If  you  cannot  attend,  I  welcome  your  comments. 
With  Best  Wishes, 

Joe  L.  De  Los  Santos, 

Executive  Director. 

Enclosure. 

Texas  State  Boakd  of  Medical  Examinees, 

Office  of  the  Secretaby, 
Fort  Worth,  Tew.,  October  23,  1972. 
Mr.  Joe  L.  De  Los  Santos, 
Executive  Director, 
Hidalgo  County  Health  Care  Corp., 
Edinburg,  Tex. 

Dear  Mr.  De  Los  Santos  :  Your  recent  letter  to  the  Texas  State  Board  of 
Medical  Examiners  requesting  application  forms  and  statement  of  requirements 
for  examination  for  physicians  who  are  to  be  licensed  in  the  State  of  Texas 
who  are  "registered  in  other  states  and  foreign  countries"  has  been  referred 
to  me  for  reply. 

The  Board's  concern  with  your  request  is  predicated  on  the  fact  that  you 
state  that  your  organization  "needs  to  employ  several  M.D.'s  for  our  clinics 
In  Hidalgo  County  that  provide  medical  services  to  Mexican-American  migrants, 
reasonal  farm  workers,  and  other  area  poor."  The  Board  has  asked  me  to  take 
this  opportunity  to  discuss  with  you  the  provisions  of  the  Texas  Medical 
Practice  Act,  and  more  particularly  the  prohibition  of  the  corporate  practice 
of  medicine,  prior  to  the  time  that  you  begin  hiring  physicans  for  the  delivery 
of  health  care. 

Texas  law  provides  that  a  physician's  license  may  be  revoked  if  he  is  em- 
ployed by  a  corporation  to  render  care  and  the  corporation,  even  directly  or 
indirectly  receives  any  payment  for  the  services  rendered  by  the  employed 
physician.  In  other  words,  the  corporation  cannot  receive  fees  paid  by  the 
patient,  insurance  benefits.  Medicare  or  Medicaid  reimbursement,  or  direct 
grants  for  the  delivery  of  care  by  an  employed  physician,  unless  the  corporation 
is  one  authorized  under  Article  4509a,  Revised  Civil  Statutes  of  Texas.  This 
specific  provision  is  the  only  exception  to  the  general  prohibition  of  the  cor- 
porate practice  of  medicine  and  would  provide  a  vehicle  for  the  corporate 
structure  if  the  corporation  itself  is  properly  organized.  In  order  to  qualify  as 
a  4.509a  corporation,  the  articles  of  incorporation  must  provide  that  the  cor- 
poration is  to  be  non-profit,  that  its  purposes  and  activities  will  be  limited  to 
those  provided  in  the  articles,  that  its  initial  directors  and  incorporators  are 
licensed  physicians  who  are  in  the  active  practice  of  medicine.  For  your  study. 
I  have  enclosed  a  copy  of  Article  4509a. 

If  the  Hidalgo  County  Health  Care  Corporation  Is  merely  to  be  a  coordinator 
for  the  channeling  of  funds  and  operation  of  migrant  health  clinics,  and  the 
physicians  them!?elves  are  not  to  become  employees  of  the  corporation,  then 
there  would  be  no  violation  of  the  corporate  practice  rule. 

If  you  have  questions  concerning  whether  or  not  the  proposal  of  the 
Hidalgo    County    Health    Care    Corporation    may   violate   any   portion    of   the 
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Medical  Practice  Act,  I  would  be  most  pleased  to  discuss  this  matter  with 
you.  If  you  thinli  it  would  be  beneficial  for  discussion  on  this  point,  I  would 
appreciate  your  sending  me  a  copy  of  your  articles  of  incorporation  and  cor- 
porate bylaws  so  that  I  could  study  these  documents  prior  to  talking  with 

you. 

By  copy  of  this  letter  to  Dr.  Crabb,  I  am  asking  him  to  forward  to  you 
applications  for  licensure  by  reciprocity  so  that  you  may  see  the  requirements 
for  this  type  of  license.  As  you  will  note,  however,  these  applications  must  be 
filed  by  the  physicians  seeking  licensure  and  may  take  some  considerable  period 
of  time  to  complete  where  the  physician  is  a  graduate  of  a  foreign  medical 
school  and  original  documents  must  be  secured. 

I  look  forward   to  discussing  this  matter  further  with  you  if  you  should 

desire.  My  office  is  in  Austin  at  1905  North  Lamar  Boulevard  and  my  telephone 

number  is  Area  Code  512/478-1659. 

Yours  very  truly, 

Sam  V.  Stone,  Jr. 

Enclosure. 

Art.  4509a.  Certification  of  certain  health  organizations 

The  Texas  State  Board  of  Medical  Examiners  shall,  on  a  form  adopted  by 
the  Board  and  under  the  rules  promulgated  by  the  Board,  approve  and  certify 
any  health  organization  formed  by  persons  licensed  by  the  Texas  State  Board  of 
Medical  Examiners  upon  application  by  the  said  organization  and  presentation 
of  satisfactory  proof  to  the  Board  that  such  organization  is : 

(1)  a  nonprofit  corporation  under  the  provisions  of  the  Texas  Non-Proflt 
Corporation  Act  (Article  1396—1.01  et  seq.,  Vernon's  Texas  Civil  Sta- 
tutes) : 

(2)  that  the  nonprofit  corporation  is  organized  for  any  or  all  of  the 
following  purposes :  the  carrying  out  of  scientific  research  and  research 
projects  in  the  public  interest  in  the  fields  of  medical  sciences,  medical 
economics,  public  health,  sociology,  and  related  areas;  the  supporting  of 
medical  education  in  medical  schools  through  grants  and  scholarships;  the 
improving  and  developing  of  the  capabilities  of  individuals  and  institutions 
studying,  teaching,  and  practicing  medicine ;  the  delivery  of  health  care 
to  the  public ;  the  engaging  in  the  instruction  of  the  general  public  in  the 
area  of  medical  science,  public  health,  and  hygiene,  and  related  instruction 
useful  to  the  individual  and  beneficial  to  the  community  ;  and 

(3)  that  the  nonprofit  corporation  shall  be  organized  and  incorporated 
by  persons  licensed  by  the  Board  and,  provided,  further,  that  the  directors 
and/or  trustees  of  such  organization  and  their  successors  in  office  shall  be 
persons  licensed  by  the  Board,  and  actively  engaged  in  the  practice  of 
medicine. 

Provided,  however,  that  the  Board  may,  at  its  discretion,  refuse  to  approve 
and  certify  any  such  health  organization  making  application  to  the  Board  if  in 
the  Board's  determination,  the  applying  nonprofit  corporation  is  established  or 
organized  or  operated  in  contravention  to  or  with  the  intent  to  circumvent  any 
of  the  provisions  of  this  Act. 

Added  by  Acts  1971,  62nd  Leg.,  p.  2041,  ch.  627,  §  4,  eff.  June  4,  197L 


Exhibit  6.— Excerpt  From  Medical  World  News,  Oct.  20,  1972,  Entitled  "A  Bid 

For  Independence 

A  Bid  fob  Independence 

Confronted  by  the  term  "foundations  for  medical  care"  and  told  that  it 
signifies  not  the  old-time  foundation  concept  but  a  growing  movement  among 
doctors  that  may  sweep  the  nation,  one's  logical  question  is :  What  exactly 
does  it  mean? 

Be  forewarned :  Answers  tend  to  be  skimpy,  elusive,  or  downright  ambiguous. 
But  one  reply,  from  an  older  family  physician,  was  so  imaginative  that  it 
helped  inspire  this  issue's  cover:  "I  think  the  foundation  movement  is  like  the 
handsome  hero  in  a  1920s  melodrama.  He's  greatly  enamored  of  a  graceful 
damsel,  Miss  Private  Practice.  Now  this  damsel,  who's  older  than  she  looks 
but  still  retains  much  of  her  former  beauty,  is  kidnapped  by  the  forces  of 
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change,  a  ruffianly  group  of  bureaucrats,  labor  leaders,  disgruntled  consumers, 
and  even  some  disaffected  physicians.  It's  clear  that  the  gang  intends  to  do 
away  with  Private  Practice. 

"We  see  her  trussed-up  and  helpless  as  she's  carried  to  the  railroad  tracks 
and  set  down  in  front  of  the  Interloper  Special,  a  train  powered  by  non- 
medical pressure.  It  looks  like  it's  going  to  be  grisly  end  for  sweet  Private 
Practice.  But  our  hero  is  undaunted.  He  rushes  to  the  rail  yard,  mounts  a 
handcart,  and  pumps  away  furiously  in  a  desperate  attempt  to  get  to  a 
distant  switch  that  will  divert  the  oncoming  train  and  save  his  heart's 
desire." 

Does  he  succeed? 

"Can't  say  for  sure,  but  he's  stirring  up  quite  a  breeze." 

Indeed  our  hero  is,  and  his  efforts  promise  to  develop  into  a  fiill-blown  wind 
— though  not  necessarily  a  wind  of  change. 

Only  two  years  ago,  there  were  perhaps  no  more  than  a  half-dozen  founda- 
tions for  medical  care  (FMCs),  all  on  the  West  Coast,  home  of  the  movement's 
progenitor,  the  San  Joaquin  Foundation  for  Medical  Care  in  Stockton,  Calif. 
Today,  according  to  Boyd  Thompson,  executive  director  of  the  American  Asso- 
ciation of  Foundations  for  Medical  Care  (AAFMC),  there  are  112  "in  or 
near  operation  throughout  the  country."  These  FMCs,  all  sponsored  by  state 
or  county  medical  societies,  have  engaged  the  active  participation  of  87,664 
physicians,  adds  Thompson— "69,002  in  statewide  FMCs  and  17,662  in  county 
or  multi-county  organizations." 

If  the  foundation  movement  can  be  characterized  as  the  rescuer  in  a  Perils 
of  Private  Practice  episode,  one  might  conclude  that  it  is  simply  a  conservative 
bid  to  escape  outside  control  of  medical  practice,  or  even  to  thwart  all  "liberal" 
reforms  of  the  health  care  delivery  system.  Physicians  in  the  reform  movement 
take  this  view. 

Says  Dr.  Quentin  D.  Young,  new  chief  of  medicine  at  Cook  County  Hospital 
in  Chicago  and  chairman  of  the  Medical  Committee  for  Human  Rights :  "Foun- 
dations are  aimed  at  salvaging  and  bolstering  the  private  sector,  which  itself 
has  failed  to  meet  the  medical  needs  of  the  American  people.  The  foundations 
are  incapable  of  solving  the  great  problems  that  face  us  because  of  their  pre- 
occupation with  physicians'  income  and  prerogatives." 

To  be  so  written  off  by  the  reformers  is  the  fate  of  those  who  unfurl  the 
fee-for-service  banner,  but  according  to  Dr.  Donald  C.  Harrington,  president 
of  the  AAFMC,  the  main  stumbling  block  so  far  for  the  foundation  movement 
has  been  the  unremitting  hostility  of  ultraconservative  groups  within  the 
medical  profession. 

The  irony  amuses  Dr.  Harrington.  "We've  actually  been  called  socialistic," 
he  says  with  a  laugh.  "The  truth  is,  we  are  intensely  capitalistic."  Some  doc- 
tors are  simply  dead  against  anything  that  smacks  of  group  practice,  and  he 
feels  that  the  AAFMC  must  now  "embark  on  a  campaign  to  let  physicians 
know  what  we  really  are." 

Which  again  raises  the  original  question:  What  are  they?  What  a  founda- 
tion seems  to  be  is  an  organizational  device,  one  that  enlists  doctors  as 
private  health  care  contractors,  promotes  a  continuance  of  fee  for  service,  and 
offers  a  measure  of  group  practice  benefits,  so  far  as  billing  and  referrals. 
And  though  members  have  to  undergo  inspection,  it  assures  them  of  review 
by  their  colleagues — as  opposed  to  potential  regulation  by  outsiders. 

The  San  Joaquin  operation  is  not  only  the  original  FMC,  but  it  has  assumed 
the  role  of  guiding  light — though  not  necessarily  model — for  all  that  have 
sprung  up  since.  (Obstetrician  Harrington  was  its  founder,  and  the  AAFMC's 
Thompson  doubles  as  executive  director  of  the  foundation.)  When  asked  to 
compare  his  San  Joaquin  FMC  with  the  Kaiser-Permanente  plan,  Dr.  Harring- 
ton replied  that  where  Kaiser  maintains  a  "bricks  and  mortar"  facility,  the 
foundation  operates  as  a  "clinic  without  walls" — in  other  words,  the  physician 
practices  on  a  one-on-one  basis  in  his  own  office.  Also,  explains  Dr.  Harrington, 
the  Kaiser  clinician  is  paid  a  straight  salary ;  the  FMC  physician,  while  he 
accepts  a  fee  schedule  and  does  not  bill  his  patient  directly,  is  paid  a  fee  for 
his  service  by  the  foundation — except  when  a  third-party  insurer  is  involved. 

The  comparison  is  pertinent,  because  the  San  Joaquin  FMC  was  established 
in  1954  to  forestall  a  move  by  the  Kaiser  group  into  Stockton,  Kaiser  intended 
to  set  up  a  prepaid  clinic  with  salaried  doctors  there  to  provide  health  care 
for  members  of  the  International  Longshoremen's  and  Warehousemen's  Union. 


This  1954  declaration 
created  a  new  haven 
for  private  practice 
—the  ^Foundation 
for  Medical  Care' 
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Dr.  Harrington  and  his  colleagues  made  the  union  a  counteroffer:  compre- 
hensive health  services  on  a  prepaid  basis,  with  a  guarantee  that  costs  would 
not  exceed  a  certain  predetermined  amount  over  a  year's  time.  The  local  doctors 
proposed  to  treat  union  members  and  families  in  their  private  offices  and  in 
hospitals,  as  needed,  instituting  peer  review  among  themselves  to  assure  quality 
care  and  promising  to  fight  rising  medical  costs  by  regulating  fees  and  reducing 
unnecessary  services. 

The  union  accepted  the  offer,  and  it  remains  in  the  plan  to  this  day.  For 
their  part,  the  San  Joaquin  physicians  repelled  the  threatened  Kaiser  invasion 
and  maintained  their  system  of  solo  practice  on  a  fee-for-service  basis.  Thus, 
from  a  union  contract  for  prepaid  care,  grew  the  FMC,  bulwark  of  traditional 
practice. 

At  present,  says  director  Thompson,  the  San  Joaquin  foundation — which  acts 
as  an  independent  health  insurer  outside  the  commercial  sphere — provides  care 
for  some  80,000  persons,  including  migrant  workers  and  Medicaid  patients.  He 
estimates  that  it  handles  about  320,000  doctor  claims  and  436,000  from  pharma- 
cies each  year. 

Elsewhere,  the  foundation  movement  has  taken  different  directions.  In  1969, 
officers  of  the  Hennepin  County  (Minnesota)  Medical  Society  met  in  Stockton 
with  members  of  the  San  Joaquin  County  Medical  Society  to  discuss  the  pros- 
pects for  FMCs.  Following  the  meeting,  the  Hennepin  group,  led  by  Dr.  Richard 
Anonsen,  decided  to  create  a  new  type  of  foundation,  one  "tailored  to  the 
particular  medical  problems  and  practices  of  the  county." 

Today,  the  Hennepin  County  Foundation  for  Health  Care  Evaluation  claims 
a  membership  of  approximately  94%  of  the  more  than  1,200  physicians  prac- 
ticing in  the  Minneapolis-St.  Paul  area.  While  seeking  "to  retain  the  public 
interest  features  of  the  foundation  approach,"  it  says  it  aims  to  modify  "those 
aspects  of  the  program  which  heretofore  discouraged  broad-based  participation 
by  insurance  carriers  and  prepaid  health  service  plans."  In  effect,  the  Hennepin 
County  organization  appears  to  have  limited  its  operation  in  a  way  that  suggests 
it  is  serving  as  an  adjunct  to  the  health  insurance  industry. 

But  foundation  charters  are  as  varied  as  the  FMCs  themselves — which  is 
why  it  is  so  difficult  to  characterize  "a  foundation."  Another  type  has  been 
established  by  the  Missouri  State  Medical  Association — in  this  ease,  a  state- 
wide FMC  that  seems  concerned  almost  entirely  with  peer  review  and  regional 
patterns  of  health  care. 

Despite  its  narrowly  prescribed  operations,  the  Health  Care  Foundation  of 
Missouri  has  not  escaped  challenge.  The  state  fedical  association  is  preparing 
to  defend  itself  in  court  early  next  year  against  a  suit  filed  by  a  group  of 
ten  St.  Louis  doctors  charging  that  the  association  arbitrarily  organized  and 
now  operates  the  FMC. 

Dr.  William  Komanetsky,  a  spokesman  for  the  dissident  group,  says  he  and 
his  colleagues  hope  to  have  the  state  association  enjoined  from  any  further 
efforts  to  promote  its  foundation.  Specifically,  he  says,  the  plaintiffs  claim  that 
all  members  of  the  association  were  made  members  of  the  foundation  without 
their  consent.  Dr.  Komanetsky  and  his  associates  also  charge  that  the  founda- 
tion has  caused  them  damage  by  : 

Requiring  them  to  "violate  their  physician's  oath  by  compulsory  inspec- 
tion of  their  professional  records,  causing  them  to  betray  the  trust  of  their 
patients  and  to  reveal  confidential  and  privileged  communications ;" 

Requiring  their  "professional  acts  to  be  reviewed  by  a  board  consisting, 
in  part,  of  an  unqualified  lay  staff  ;" 

Appropriating  association   funds    ($5,000)    "in  excess  of  its  authority:" 
And,  finally,  "subjecting  them  [the  plaintiffs]  to  involuntary  servitude." 

Without  responding  directly  to  these  charges,  Dr.  Gerald  Miller,  president  of 
the  Missouri  State  Medical  Association,  says  the  foundation  has  thus  far  signed 
up  60%  of  the  phy.sicians  in  the  state. 

Despite  its  trials,  the  Missouri  FMC  is  to  some  degree  a  model  for  the 
Commonwealth  Institute  of  Medicine,  sponsored  by  the  Massachusetts  Medical 
Society.  According  to  its  director,  Dr.  James  McDonough,  the  new  institute  is 
designed  to  coordinate  and  monitor  the  activities  of  foundations  and  to  sponsor 
programs  of  continuing  education. 

One  year  ago  this  month,  the  New  York  Institute  for  Research  and  Develop- 
ment of  Health  Care  was  granted  articles  of  incorporation  as  a  nonprofit  or- 
ganization. Dr.  George  Himler,  president  of  the  institute  and  past  president 


of  the  Medical  Society  of  the  State  of  New  York,  declares  that  the  organization 
is  "completely  autonomous.  Although  founded  with  the  approval  and  assistance 
of  the  state  society,  it  is  separate  from  it." 

In  a  paper  published  in  the  New  York  Journal  of  Medicine,  Dr.  Himler 
explained  that  his  institute  "will  have  corporate  rather  than  individual  mem- 
bers. These  will  consist  chiefly  of  medical  foundations."  Such  FMCs,  he  con- 
tinued, "can  satisfy  the  public  clamor  for  better  distribution  of  health  services." 

In  the  same  publication.  Dr.  Himler  noted  that  the  foundation  concept  has 
taken  firm  hold  in  New  York:  "Early  in  1971,  there  were  only  three.  .  .  . 
It  is  reasonable  to  expect  that  by  the  end  of  1972,  the  state  will  be  virtually 
blanketed  with  these  organizations  and  that  they  will  be  supported  by  a 
majority  of  physicians." 

With  the  institute,  Dr.  Himler  is  essentially  offering  New  York  foundations 
a  processing  agency — with  a  central  computer — and  "outside"  consultation — a 
far  cry  from  the  San  Joaquin  setup.  But  even  this  approach  has  sparked  oppo- 
sition. The  principal  obstacle  is  a  piece  of  legislation  drawn  up  by  Dr.  Andrew 
Fleck,  first  deputy  commissioner  of  health  in  New  York  State,  a  bill  that 
would  empower  the  health  commissioner  to  regulate  the  development  and 
operation  of  FMCs. 

Dr.  Fleck  questions  whether  the  peer  review  mechanisms  now  in  force  can 
guarantee  quality  care.  "Can  physicians  who  dine,  golf,  and  otherwise  socialize 
together  be  relied  upon  to  effectively  police  each  other?"  he  asks.  In  support 
of  his  own  proposal.  Dr.  Fleck  says:  "First  and  foremost,  it  must  be  recog- 
nized that  the  bill  enhances  free  choice  of  a  health  delivery  system.  As  it 
stands  now,  a  member  of  the  public  can  choose  only  between  prepaid  group 
medicine  or  an  individualized  fee-for-service  physician  relationship,  the  cost 
of  which  is  insured  on  an  indemnity  basis.  This  isn't  a  real  choice  since  there 
is  no  centralized  mechanism  with  which  the  consumer  can  deal  in  purchasing 
a  fee-for-service  option  with  a  service  benefit.  Consequently,  the  consumer  often 
has  no  conception  of  the  protection  purchased  and  is  frequently  dissatisfied 
with  the  economic  exposure  created  by  the  indemnity  and  other  benefit-cost 
limitations.  .  .  . 

"It  has  become  increasingly  clear,"  continues  Dr.  Fleck,  "that  ideally  the 
consumer  should  have  available  a  system  that  discourages  the  provision  of 
inappropriate  care  by  placing  the  physician  at  risk  as  a  co-insurer,  and  guards 
against  faulty  utilization  by  requiring  him  to  accept  professional  regulation 
and  economic  discipline  by  his  peers." 

By  "peers,"  Dr.  Fleck  apparently  means  state  health  oflScers,  and  Dr.  Himler 
has  made  it  quite  evident  that  he  is  prepared  to  wage  an  all-out  war  against 
this  intrusion.  At  the  AAFMC's  second  annual  meeting  held  recently  at  Sea 
Island,  Ga..  Dr.  Himler  introduced  a  resolution  branding  any  further  state  laws 
regulating  the  development  or  operation  of  foundations  as  "premature  and 
unnecessary."  It  won  the  unanimous  approval  of  the  conferees. 

But  while  some  states  may  soon  present  hurdles  to  FMCs,  most  legislatures 
have  smoothed  the  way  for  another  form  of  group  practice — the  much-heralded 
and  oflBcially  blessed  Health  Maintenance  Organizations.  How  do  the  two  stack 
up  against  each  other?  Be  warned  again:  If  the  FMC  formula  is  amorphous, 
the  outlines  of  HMOs  are  becoming  increasingly  blurred,  too.  No  longer  is 
Kaiser-Permanente  aiitomatically  cited  as  the  very  model  of  a  modern  major 
HMO.  In  a  basic  sense,  the  two  patterns  are  not  comparable  at  all :  FMCs  do 
not  necessarily  have  to  be  health  care  providers ;  HMOs  do.  But  within  the 
health  care  sphere  alone,  there  i.=!  considerable  overlap. 

Both  proprietary  and  nonprofit  HMOs  are  cropping  up,  and  the  founder  of 
the  successful  HMO  International  in  Los  Angeles,  a  for-profit  outfit  that  mana- 
ges the  California  Medical  Group,  is  convinced  that  FMCs  represent  only 
"one  of  the  ephemeral  steps"  on  the  path  he  and  his  HMO  colleagues  have 
already  taken.  "Insistence  on  strict  fee  for  service,"  says  Dr.  Donald  K.  Kelly, 
"means  collection  only  for  medical  and  surgical  services — no  hospitalization 
or  pharmacy  charges.  An  HMO  like  mine  puts  a  group  of  doctors  right  at  the 
front  of  the  funnel ;  they  control  all  the  business — including  insurance,  because 
the  MD  is  actually  acting  as  the  insurer."  Opposition  to  the  HMO  concept,  he 
feels,  reflects  the  same  economic  shortsightedness  that  led  organized  medicine 
to  battle  Medicare. 

Dr.  Kelly  likens  the  course  ahead  for  the  medical  business  to  the  one  already 
followed  by  the  brokerage  indutry.  "Medicine  right  now  is  a  'cottage  industry,' " 
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he  says.  "But  just  as  brokers  went  from  solo  practice  to  partnerships  to  group 
enterprises  to  public  corporations  (with  increasing  profits  along  the  way),  so 
will  physicians.  Foundations,  if  they  catch  on,  will  only  be  an  interim  stage; 
they'll  outlive  their  usefulness  in  a  few  years." 

Dr.  Kelly  sees  FMCs  as  a  last-ditch  stand  by  supporters  of  traditional  health 
care  delivery,  but,  as  noted  earlier,  diehard  traditionalists  see  the  movement 
as  a  long  stretch  leftward.  It  is  the  thunder  on  their  right  that  worries 
foundation  leaders. 

Criticism  of  the  FMCs  from  that  quarter  was  touched  on  by  Dr.  Richard  A. 
Egdahl  in  a  luncheon  address  at  the  AAFMC  meeting  at  Sea  Island.  Dr.  Egdahl, 
chairman  of  the  department  of  surgery  at  Boston  University  medical  school, 
urged  his  listeners  to  confront  their  right-wing  critics  and  begin  to  build  a 
national  base  for  educational  and  political  action. 

He  predicted  that  foundations  may  someday  be  the  single  most  successful 
health  care  approach  developed  in  this  country.  "As  an  organizational  mode  of 
delivery,  they  have  perhaps  the  greatest  potential  in  terms  of  physician  in- 
volvement, cost  control,  and  access  to  care,"  he  declared. 

But  Dr.  Egdahl  warned  the  conferees  that  they  are  "going  to  have  to  over- 
come at  least  three  broad  challenges  to  make  this  movement  succeed."  First, 
he  said,  are  the  activities  of  "the  small,  ultraconservative,  vocal,  tough  minority 
that  influences  a  large  number  of  middle-ground  physicians  in  this  country. 
I'm  referring  to  the  Council  of  Medical  Staffs  and  the  Association  of  American 
physicians  and  Surgeons  and  some  of  the  unionized  doctors."  These  groups,  he 
said,  represent  some  "very  hard-driving  and  very  articulate  individuals  who 
absolutely  refuse  to  come  to  grips  with  the  fact  that  things  have  changed." 

The  second  challenge,  he  said,  "is  a  far  bigger  problem — the  foundations' 
relationships  with  the  Blues,  the  insurance  companies,  and  the  American  Hos- 
pital Association."  Among  the  potential  diflBculties  cited  by  Dr.  Egdahl  are  the 
differences  between  claims  review  and  peer  review  and  the  definition  of  those 
terms.  Another  big  question  that  must  be  resolved :  Who  controls  the  benefit 
packages  ? 

The  third  and  most  basic  problem  to  be  faced,  according  to  the  Boston 
surgeon,  is  the  fact  that  the  FMC  movement  "is  still  pretty  small  compared 
with  the  bulk  of  medical  practice  in  the  U.S."  The  time  has  come,  said  Dr. 
Egdahl,  for  "a  fairly  dynamic  interplay  with  the  leaders  of  organized  medicine 
to  bring  them  into  the  mainstream  of  the  foundation  movement."  At  present,  he 
added,  the  "Achilles'  heel"  of  the  movement  is  its  lack  of  a  "really  vigorous 
and  well-funded  national  organization."  (The  AAFMC  is  currently  run  from 
the  oflBces  of  the  San  Joaquin  foundation.) 

In  a  subsequent  interview  with  MWN,  Dr.  Egdahl  emphasized  again  the 
pressing  need  "to  neutralize  these  ultra-right-wing  organizations  in  order  to 
reach  the  large  section  of  busy  doctors  who  are  being  talked  at  but  who  don't 
have  the  information  necessary  to  make  considered  judgments  about  founda- 
tions." One  man  who  will  take  a  lot  of  "neutralizing"  is  Dr.  Jose  Garcia-Oller. 
the  New  Orleans  neurosurgeon  who  heads  the  Council  of  Medical  Staffs  (CMS) 
and  the  economic  committee  of  the  Association  of  American  Physicians  and 
Surgeons  (AAPS). 

Dr.  Garcia-Oller  dismisses  FMCs  as  "peer  review  for  sale.  It's  a  mercenary 
use  of  what  used  to  be  an  ethical  and  educational  function."  In  his  view,  the 
FMC  is  "essentially  an  insurance  contract,  another  kind  of  Blue  Cross-Blue 
Shield  device.  Tho  physician  contracts  with  a  fourth  party,  the  foundation  for 
medical  care,  which,  In  turn,  sells  his  .services  to  a  third  party,  which  could 
be  the  government,  the  Blues,  or  commercial  insurers." 

Returning  to  the  issue  of  peer  review.  Dr.  Oarcia-Oller  states  that  "the 
review  function  can  only  exist  when  it's  performed  by  the  medical  profession. 
It  ceases  when  third  parties  are  involved.  Contamination  of  peer  review  by 
the  introduction  of  the  primarily  financial  interests  of  a  third  party  destroys 
the  very  nature  of  the  function."  The  CMS.  he  says,  "has  resolved  that  review 
proceedings  must  remain  confidential  and  be  performed  only  by  representatives 
of  medical  societies  or  medical  staffs." 

Of  course,  under  present  FMC  setups,  many  county  societies  do  the  reviewing 
of  members'  practices,  but  Dr.  Garcia-Oller  has  other  objections.  "The  purpose 
of  FMCs."  he  asserts,  "is  to  .standardize  medical  treatment  with  computers. 
Thus  they  restrict  true  quality  medicine,  which  must  always  depend  on  indi- 
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vidualized  treatment.  No  patient  should  be  considered  'average'  and  no  treat- 
ment should  ever  be  considered  standard." 

His  own  CMS  he  describes  as  a  federation  of  hospital  medical  staffs  "com- 
prising some  30,000  members  and  many  proprietary  and  community  hospitals." 
That  membership  figure  is  a  bit  misleading.  All  private  practitioners  on  the 
staffs  of  CMS-aflBliated  hospitals  are  counted  as  members,  whether  they  con- 
tribute to  the  organization  or  not  (MWN,  Aug.  13,  '71).  Each  of  these  doctors 
is  supposed  to  attend  a  regular  staff  conference  at  least  once  a  month,  at 
which  time  issues  are  raised  and  votes  taken.  "We  believe  this  makes  us  a 
truly  democratic  organization,  unlike  medical  associations  with  a  delegate 
system." 

Dr.  Garcia-Oller's  verdict  on  the  foundation  movement :  "It's  thriving  on 
pressure  from  the  government,  which,  in  nturn,  is  responding  to  a  false  alarm 
about  a  health  crisis.  There  is  no  health  crisis." 

Cut  from  the  same  ideological  cloth  is  Frank  K.  WooUey,  executive  director 
of  the  AAPS.  His  group,  he  says,  "looks  upon  FMCs  as  a  bureaucratic  move- 
ment promoted  by  the  staffs  of  the  medical  societies."  The  movement  in  that 
direction  he  sees  as  "a  device  to  obtain  federal  money.  It's  inimical  to  the 
interests  of  private  practitioners  and  patients  alike." 

Even  more  sinister,  WooUey  says  that  AAPS  members  regard  foundations  as 
"a  disguise  for  HMOs."  He  observes  that  in  an  address  entitled  "HOMOs  [sic] 
versus  Ethical  Medicine"  last  October,  AAPS  president  Thomas  G.  Dorrity 
cautioned  that  "it  is  easy  to  overlook  how  well  off  we  are  now  and  under- 
estimate how  badly  off  we  would  be  under  medical  care  foundations  acting 
as  HMOs."  AAPS,  concluded  Dr.  Dorrity  "is  dedicated  to  saving  the  ethical 
practice  of  medicine,"  which  he  obviously  feels  is  threatened  by  the  FMC 
movement. 

Dr.  Dorrity  was  followed  to  the  AAPS  rostrum,  incidentally,  by  the  featured 
speaker.  Rep.  John  Schmitz  (R-Calif.),  the  Presidential  candidate  of  the  ultra- 
conservative  American  Independent  Party.  Any  comments  on  FMCs  or  HMOs 
from  him?  "The  Congressman  doesn't  speak  from  a  prepared  text,"  says  a 
member  of  his  Washington  staff,  "but  I  do  think  he  spoke  against  socialized 
medicine." 

Like  their  colleagues  in  the  Council  of  Medical  Staffs,  the  members  of  AAPS 
oppose  all  "government  interventionist  schemes,  such  as  HMOs,  peer  review, 
and  professional  standards  review  organizations  (PSROs)  embodied  in  the 
Bennett  amendment  to  H.R.1"  (introduced  by  Republican  Sen.  Wallace  F. 
Bennett  of  Utah). 

One  AAPS  statement  takes  FMCs  to  task  specifically,  noting  that  "members 
of  the  medical  profession  are  being  told  by  prominent  medical  organizations 
that  the  'foundation  route'  is  the  way  for  physicians  to  stay  comfortable  .  .  . 
that  through  a  'medical  foundation'  private  physicians  can  obtain  subsidies  and 
successfully  outmaneuver  government  intervention.  .  .  ." 

But,  says  Woolley,  the  AAPS  contends  that  "if  you  accept  government  money, 
you  accept  government  control."  And  this  last,  he  makes  clear,  is  something  his 
organization  is  determined  to  resist  with  all  its  power. 

Just  how  much  real  power  do  the  AAPS  and  the  CMS  and  their  cohorts 
command?  One  source,  who  has  been  intimately  associated  with  organized 
medicine  for  a  long  time  but  who  requests  anonymity,  observes  that  "for 
every  John  Knowles,  there  are  perhaps  20  physicians  whose  knowledge  of  the 
nation's  health  care  delivery  system  is  limited  to  their  own  practice.  These 
doctors  know  their  patients  and  believe  wholeheartedly  that  they  are  giving 
them  the  very  best  care  available.  As  a  consequence,  each  of  these  doctors 
can't  help  but  have  the  impression  that  everybody  is  getting  equally  good  care. 
No  wonder,  then,  that  when  they  hear  someone  assert  that  there  are  people 
who  are  not  even  afforded  adequate  care,  they  suspect  that  it's  all  'pinko' 
propaganda. 

"I  think  that  one  of  the  main  reasons  for  many  of  the  defections  from  the 
AMA  is  not  that  the  defectors  think  the  association  is  too  conservative  but 
rather  that  it  is  becoming  too  liberal.  And  while  I  don't  believe  such  doctors 
represent  the  attitudes  of  a  majority  of  physicians  in  this  country,  I  do  believe 
they  have  considerable  strength  and  influence.  I  would  guess  that  on  any  issue 
involving  a  change  in  the  system  of  health  care  delivery — any  change — the 
profession  would  be  split  right  down  the  middle." 
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If  that  estimate  is  anywhere  near  accurate,  the  leaders  of  the  FMCs  face 
an  uphill  battle  in  their  effort  to  establish  a  national  movement.  However, 
these  leaders  appear  to  be  determined  men,  all  of  them  with  long  and  creditable 
backgrounds  in  organized  medicine.  AAFMC  president  Harrington  is  past- 
president  of  the  San  Joaquin  County  Medical  Society.  His  vice  president.  Dr. 
John  M.  Wood,  is  past-president  of  the  Colorado  Medical  Society.  The  secretary, 
Dr.  F.  William  Dowda,  is  president  of  the  Medical  Association  of  Georgia.  And 
three  members  of  the  organization's  board  are  top-level  representatives  of  the 
AMA — Drs.  Jere  Annis,  Guy  Owsley,  and  George  Slagle. 

On  that  score,  AMA  Executive  Vice  President  Burt  Howard  will  only  cite  the 
"close  liaison"  his  organization  is  maintaining  with  the  foundation  movement. 
Otherwise,  he  is  noncommittal :  "Our  attitude  is  to  watch  it  and  see  what 
happens." 

The  attendees  at  the  Sea  Island  meeting  gave  evidence  that  the  AAFMC 
chiefs  had  probably  anticipated  Dr.  Egdahl's  prescriptions.  Representatives 
of  several  medical  specialty  groups,  eecutives  of  commercial  insurance  firms, 
and  oflScers  of  both  Blue  Cross  and  Blue  Shield  plans  took  an  active  part  in 
the  discussions. 

One  of  the  principal  speakers  at  the  five-day  conference,  in  fact,  was  Harold 
G.  Pearce,  senior  vice  president  of  the  Blue  Cross  Association,  who  pointed 
out  that  "it  would  be  logical  for  elements  within  organized  medicine  to  sponsor 
and  shape  HMOs."  Foundations,  he  went  on,  "would  make  logical  sponsors, 
having  part  of  the  organization  work  already  behind  them." 

Pearce  noted  that  "part  of  the  responsibility  of  an  HMO  is  to  hold  the 
patient  harmless  from  financial  responsibility  except  for  his  premium  and  any 
prestated  deductibles  and  copayments,"  and  he  then  asked :  "Who  is  better 
prepared  to  exercise  self-control  and  maintain  quality  care  than  medicine 
itself?" 

On  the  other  hand,  at  least  one  top  official  of  Blue  Shield  has  expressed 
serious  reservations  about  the  foundation  movement  as  it  affects  health  insur- 
ance. Ned  F.  Parish,  president  of  the  National  Association  of  Blue  Shield 
Plans,  testified  at  a  recent  Congressional  hearing  that  "for  our  own  selfish 
reasons,  we  don't  want  physicians  leaving  Blue  Shield  to  build  another  com- 
petitive system.  We  do  not  believe  that  competitive  foundations  are  in  the 
best  interests  of  medicine,  private  prepayment  plans,  or  the  public." 

When  asked  to  comment  on  this  statement,  Dr.  Harrington  told  MWN  that 
an  AAFMC  liaison  committee  is  working  right  now  to  assure  the  Blue  Shield 
plans  that  the  two  groups  have  a  common  purpose  that  would  best  be  served 
by  a  close  alliance.  Similar  panels  are  keeping  contact  with  other  provider 
groups,  he  adds,  giving  an  understated  rationale :  "As  physicians,  we  must 
realize  that  although  we  perform  or  order  85%  to  90%  of  all  services,  those 
professions  and  institutions  providing  the  ordered  services  are  also  vitally 
interested  in  health  care  delivery." 

In  summary,  foundations  for  medical  care  seem  to  be  all  things  to  all  men. 
In  their  variety,  they  defy  definition,  and  their  charters  permit  them  to 
develop  in  whatever  direction  their  members  choose.  Thus,  they  may  well  bear 
out  the  hopes  of  Pearce  and  the  fears  of  Woolley.  Some  FMCs  are  seen  to 
be  moving  toward  the  development  of  HMOs,  and  Dr.  Harrington  says  his 
organization  supports  such  diversity.  Recently,  he  says,  the  AAFMC  signed  a 
contract  with  the  Health  Services  and  Mental  Health  Administration  to  de- 
velop a  new  group  of  foundations  "and  from  this  group  and  some  of  the  older 
established  foundations  to  develop  five  experimental  HMOs." 

There  is  Congressional  thinking  along  this  line,  too.  The  House  HMO  bill 
worked  out  by  Reps.  William  Roy  (D-Kan.)  and  Paul  Rogers  (D-Fla.)  men- 
tions foundations,  and  the  Kennedy  HMO  bill  passed  by  the  Senate  carries  a 
once-re.iected  appendage  that  would  make  federal  funds  available  to  FMCs  as 
nonprofit  organizations.  Neither  measure,  incidentally,  provides  funds  for 
proprietary  HMOs. 

But  while  Dr.  Harrington  is  well  aware  that  consumer  participation  may 
intrude  itself  into  the  foundation  movement  in  the  near  future,  he  is  firm  on 
one  point :  "We  in  the  FMCs  must  develop  and  maintain  our  posture  as  pro- 
viders offering  a  'health  care  system.'  We  must  not  become  simply  fiscal  inter- 
mediaries, no  matter  what  the  risk  in  which  we  become  involved." 
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Exhibit  7. — Letter  From  James  H.  Summons,  TMA,  to  Hon.  Jim  Wright,  U.S. 
Representative,  Re  Objection  to  Federal  Employees  Health  Care  Benefits  Plan 

Texas  Medical  Association, 

Austin,  Tex.,  May  1,  1972. 
Hon.  Jim  Weight, 
House  of  Representatives, 
Washington,  B.C. 

Deab  Mb.  Wright  :  With  concern  may  I  call  to  your  attention  that  the  Health 
Services  and  Mental  Health  Administration  has  now  preempted  state  laws  on 
medical  practice  and  on  insurance  by  adopting  regulatory  changes  published 
in  the  Federal  Register,  copy  enclosed,  in  relation  to  the  Federal  Employees 
Health  Care  Benefits  Plan.  These  regulations  authorize  carriers  to  contract 
with  a  medical  group  or  employ  such  to  provide  medical  care  to  FEP  bene- 
ficiaries. 

It  has  been  long  standing  public  policy  that  it  was  not  to  the  benefit  of  the 
public  for  a  corporation  to  practice  law  or  medicine.  It  has  also  been  the 
traditional  authority  of  a  state  to  regulate  the  practice  of  these  professions 
within  the  state's  borders.  With  a  single  regulatory  change,  a  precedent  has 
been  set  by  the  Department  of  Health,  Education,  and  Welfare  overriding  the 
right  of  a  state  to  regulate  intrastate  activity. 

The  implications  and  seriousness  of  this  casual  repudiation  of  a  fundamental 
constitutional  guarantee  will  be  apparent  to  anyone  who  opposes  the  concept 
of  a  dominant,  central  federal  government. 

We  urge  that  you  evaluate  and  consider  the  introduction  of  legislation  miti- 
gating these  regulations'  impact  on  state  laws. 

Enclosed  is  a  copy  of  the  regulatory  changes  and  previous  correspondence 
of  October,  1971,  pointing  out  the  objections  of  the  Texas  State  Board  of 
Medical  Examiners  and  the  Texas  Medical  Association  to  these  regulations. 

Thank  you. 

Sincerely  yours, 

James  H.  Sammons,  M.D.,  President. 

Enclosures. 

Texas  Medical  Association, 
Austin,  Tex.,  October  18, 1971. 
Re  proposed  regulations  under  title  IV,  Public  Law  91-515,   (84  Stat.  1309)  ; 

part  75 — prepaid  medical  service  plans. 
Administrator, 

Health  Services  and  Mental  Health  Administration, 
Department  of  Health,  Education,  and  Welfare, 
Rockville,  Md. 

Dear  Sib:  As  President  of  the  Texas  Medical  Association,  on  behalf  of  the 
Association,  I  protest  the  proposed  regulations  on  Prepaid  Medical  Service 
Plans  published  in  the  Federal  Register,  Vol.  36,  No.  118-Tuesday,  September 
28,  1971,  page  19089,  for  the  reason  that  the  regulations  authorize  the  Secre- 
tary of  Health,  Education,  and  Welfare  to  approve  contracts  whereby  a  carrier 
may  purchase  medical  care  or  provide  medical  care  for  beneficiaries  under 
the  Federal  Employees  Health   Care  Benefits  Plan  in  violation  of  State  law. 

Authorization  for  approval  of  contracts  in  contravention  to  State  law  was 
not  provided  for  in  Title  IV  of  Public  Law  91-515.  The  disregarding  of  State 
law  by  the  Secretary  of  Health,  Education,  and  Welfare  is  not  only  a  danger- 
ous and  unwarranted  precedent,  but  is  clearly  outside  the  intent  of  Congress. 
Section  401(c)  (2)  provides  : 

"The  term  'Medical  group'  means  a  partnership  or  other  association  or  group 
of  persons  who  are  licensed  to  practice  medicine  in  a  State  (or  of  such  persons 
and  persons  licensed  to  practice  dentistry  or  optometry)  who  (A)  as  their 
principal  professional  activity  and  as  a  group  responsibility,  engage  in  the 
coordinated  practice  of  their  profession  primarily  in  one  or  more  group  practice 
facilities,  (B)  pool  their  income  from  practice  as  members  of  the  group  and  dis- 
tribute it  among  themselves  according  to  a  prearranged  plan,  or  enter  into 
an  employment  arrangement  with  a  group  practice  unit  or  organization  for  the 
provision  of  their  services,  (C)  share  common  overhead  expenses  (if  and  to  the 
extent  such  expenses  are  paid  by  members  of  the  group),  medical  and  other 
records,  and  substantial  portions  of  the  equipment  and  professional,  technical. 
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and  administrative  staff,  and  (D)  include  within  the  group  at  least  such  pro- 
fessional personnel,  and  make  available  at  least  such  health  services,  as  may 
be  specified  in  regulations  of  the  Secretary." 

Clearly,  Congress  recognizes  that  "persons"  are  licensed  by  the  State  to 
perform  medical  services  and  in  order  to  retain  that  license  must  meet  cer- 
tain standards  and  refrain  from  specified  practices  under  State  law.  It  is 
wholly  inconsistent  for  the  Secretary  to  promulgate  rules  and  regulations 
which  would  authorize  licensed  professional  practitioners  to  perform  acts 
under  conditions  which  violate  their  own  licensure  laws  and  would,  under 
normal  circumstances  subject  such  practitioners  to  revocation  of  license. 

Article  4505,  Revised  Civil  Statutes  of  Texas  as  amended,  restricts  the  prac- 
tice of  medicine  to  those  persons  licensed  by  the  State  Board  of  Medical 
Ejaminers,  thereby  prohibiting  the  practice  of  medicine  by  a  corporation.  The 
prohibition  of  the  corporate  practice  of  medicine  has  been  a  provision  of  the 
Texas  Medical  Practice  Act  since  1907  and  has  been  upheld  by  the  Supreme 
Court  of  Texas  on  several  occasions.  For  the  Secretary  of  Health,  Education, 
and  Welfare  to  enter  into  agreements  which  violate  State  licensure  laws 
under  the  authority  of  regulations  interpreting  Public  Law  91-515  raises 
Constitutional  questions  of  the  most  serious  nature. 

For  these  reasons,  the  Texas  Medical  Association  vigorously  objects  to  the 
proposed  rules  and  urges  that  they  be  revised  so  as  to  prohibit  the  Secretary 
of  Health,  Education,  and  Welfare  from  entering  into  contracts  for  the  delivery 
of  health  care  which  violate  the  Medical  Practice  Act  of  any  State. 
Yours  very  truly, 

James  H.  Sammons,  M.D. 
President,  Texas  Medical  Association. 
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Foundations  fob  Medical  Cabe 

PBEFACE 

The  reader  should  recognize  that  Foundation  growth  has  spread  far  and 
wide  in  the  last  eighteen  months.  Furthermore,  Foundation  leaders,  themselves, 
do  not  yet  agree  on  basic  issues  of  philosophy  and  approach.  As  such,  the 
Foundation  movement  is  in  a  state  of  flux.  The  material  presented  is  an  over- 
view of  Foundation  activity  as  of  May  1972  and  refers  only  to  what  has  been 
termed  the  Foundation  for  Medical  Care  (FMC)   concept. 

The  matter  is  further  complicated  in  that  many  Foundations  have  incorpor- 
ated but  are  dormant  or  non-operational  while  others  are  only  in  the  develop- 
menntal  stages.  In  short,  assessment  of  Foundation  type,  developmental  stage, 
and  effectiveness  is  diflBcult  at  best. 

NABSP  plans  to  amend  this  manuscript  by  addition  and  deletion  as  note- 
worthy changes  in  Foundation  activities  occur. 

Edwaed  J.  Cabels, 
Assistant  Director,  Professional  Relations, 

Communications  Division. 
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PAET  I. — FOUNDATIONS  FOR  MEDICAL  CABE — A  BBIEF  HISTOBY 

The  term  Foundation  for  Medical  Care  (FMC)  means  different  things  to 
different  people.  Basically,  however,  an  FMC  is  a  corporation  of  doctors  of 
medicine  organized  under  state  nonprofit  statutes  and  sponsored  by  a  county 
or  state  medical  association.  Every  physician  who  is  a  member  of  the  sponsor- 
ing medical  society  or  eligible  for  membership  in  the  society  may  apply  for 
membership  in  the  FMC,  and  thereby  participate  in  all  programs  and  activities. 

Foundations  for  Medical  Care  were  originally  formed  in  the  1950's  by  a 
number  of  county  medical  societies  in  California  when  physicians  became 
alarmed  about  the  spread  of  closed-panel  group  practice  by  the  Kaiser-Per- 
manente  Health  Plan.  In  essence,  the  member  physicians  of  the  FMC  agreed 
to  accept  reimbursement  not  to  exceed  a  .specified  level  if  the  purchasers 
and  carriers  of  health  insurance  would  install  benefit  programs  conforming 
to  minimum  standards  of  coverage  established  by  the  FMC.  Gradually,  the 
California  Foundations  established  their  own  claims  processing  systems  and 
charged  the  third  parties  a  percentage  of  premium  for  their  services. 

The  first  FMC  was  established  in  San  Joaquin  in  1954.  Thereafter,  18  FMC's 
have  been  developed  following  the  San  Joaquin  model.  In  1967  all  the  Califor- 
nia Foundations  and  several  outside  the  state  formed  the  United  Foundations 
for  Medical  Care.  This  organization  was  responsible  for  coordinating  activities 
and  negotiating  Foundation  contracts.  Generally  speaking  these  Foundations 
became  involved  in  the  following : 

1.  Signing  up  participating  physicians  who  agree  to  accept  FMC  fees  as  pay- 
ment-in-full. 

2.  Establishing  minimum  standards  of  care. 

3.  Contracting  with  third  party  carriers  who  market  and  underwrite  pro- 
grams. 

4.  Providing  claims  processing  functions. 

5.  Providing  peer  review. 

6.  Issuing  checks  to  providers. 

7.  Charging  the  carrier  a  percentage  of  the  total  premium  dollar  for  services 
rendered  (usually  3^  to  4%). 

Before  1966,  Foundations  directed  most  of  their  efforts  toward  the  private 
group  insurance  plans.  With  the  enactment  of  Medicaid  and  Medicare,  how- 
ever, a  number  of  Foundations  expanded  their  activities  to  include  government 
programs.  In  California  the  majority  of  Foundations  have  subcontracted  with 
Blue  Shield  to  perform  claims  administration  and  peer  review  functions  for 
the  Medicaid  program.  Four  Foundations  have  also  subcontracted  with  their 
local  Medicare  carriers  to  process  claims  and/or  peer  review  under  Part  B 
of  Medicare.  The  San  Joaquin  Foundation  has  taken  the  ultimate  step  of 
contracting  with  the  California  Title  XIX  agency  to  become  the  underwriter 
for  physician  services  provided  to  Title  XIX  beneficiaries  in  that  Foundation's 
locality.  Several  others  have  also  taken  steps  toward  the  underwriting  func- 
tion. With  governmental  involvement  the  growth  of  Foundations  increased  rap- 
idly during  the  late  60's  and  early  70's. 

Part  of  the  growth  is  attributable  to  the  formation,  on  January  17,  1971, 
of  the  American  Association  of  Foundations  for  Medical  Care  (AAFMC)  by 
the  United  Foundation  for  Medical  Care  (UFMC).  It  was  clear  that  the  FMC 
concept  was  growing  too  quickly  outside  California  for  the  United  Foundation 
to  handle.  The  AAFMC's  first  president,  Donald  Harrington,  M.D.,  and  its 
executive  director,  Boyd  Thompson,  are  both  from  San  Joaquin.  Working  with 
an  HEW  grant,  the  AAFMC  conducted  indoctrination  and  training  seminars 
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on  Foundations  in  South  Carolina,  New  York,  Iowa,  and  Hawaii  during  1971. 
The  results  of  these  meetings  are  clear.  Foundations  have  been  incorporated 
or  are  developing  in  more  than  40  states. 

One  result  of  this  Foundation  growth  has  been  the  development  of  other 
Foundation  models.  Florida,  Missouri,  and  Minnesota,  for  example,  have  in- 
corporated Foundations  for  Medical  Care.  These  Foundations  are  primarily 
concerned  with  providing  effective  peer  review  through  appropriate  commit- 
tees. Minnesota  (the  Foimdation  for  Health  Care  Evaluation)  has  published  a 
guidebook  of  norms  by  diagnosis  for  inpatient  and  ambulatory  services.  Mis- 
souri has  taken  the  Minnesota  guidebook  and  revised  the  norms  to  fit  its 
own  needs.  Both  of  these  Foundations  hope  to  develop  these  guidelines  with 
sufficient  detail  to  be  applied  as  claims  processing  screens  (either  pre  or  post 
payment). 

Prior  to  the  recent  interest  in  Foundations,  Florida  had  established  its  own 
model  in  Jacksonville  in  1956.  The  Florida  Foundation  has  a  state  level  peer 
review  committee  that  coordinates  the  activities  of  the  counties.  It  has  the 
right  to  accept,  amend,  or  reject  the  county  peer  review  findings.  The  Florida 
program,  confines  its  peer  review  efforts  to  Medicare.  The  activities  of  both 
Minnesota  and  Missouri  encompass  regular  business  as  well  as  government 
programs.  The  major  difference  between  the  Foundation  activities  in  these 
istates  and  the  California  model  is  that  the  former  confine  their  activities, 
generally,  to  peer  review.  They  reject  the  hypothesis  that  adequate  peer  review 
necessitates  medical  society  involvement  in  claims  processing,  underwriting, 
etc.  A  more  definitive  study  of  these  various  models  can  be  found  in  Appen- 
dixes A,  B,  and  C. 

The  AMA  Council  on  Medical  Service  made  the  following  assessment  of  the 
scope  of  Foundation  activity  to  the  1971  House  of  Delegates  in  Atlantic  City : 
"Foundations  for  Medical  Care  which  are  known  to  be  currently  operational 
have  a  total  physician  membership  of  approximately  8,000.  The  size  of  indi- 
vidual Foundations  ranges  from  about  100  to  slightly  over  1,000  practicting  phy- 
sicians. The  rate  of  physician  support  varies  from  96%  to  60%  of  the  prac- 
ticing physician  membership  of  the  respective  sponsoring  medical  societies. 
The  financing  programs  which  these  Foundations  sponsor  and  administer  pres- 
ently protect  approximately  850,000  persons  under  private  insurance  plans, 
Medicaid  and  Medicare." 

The  growth  of  FMC's  is  presently  being  aided  by  a  group  called  the  American 
Health  Systems  (AHS).  The  AHS  began  as  an  outgrowth  of  Pacific  Life  Insur- 
ance Corporation  in  San  Francisco.  They  eventually  separated  from  Pacific  Life 
and  formed  their  own  stock  corporation  with  the  financial  support  of  the 
Geomet  Corporation. 

The  AHS  is  doing  much  of  the  consulting  work  for  the  American  Association 
of  Foundations  for  Medical  Care.  They  have  obtained  contracts  with  various 
Foundations  across  the  country.  They  provide  the  Foundation  with  consulta- 
tion services,  systems  development,  and  hardware  installation.  Plans  are  also 
being  made  to  develop  a  fairly  extensive  marketing  effort.  That  is,  large  groups 
will  be  contacted  in  the  hopes  of  obtaining  a  percentage  of  premiums  in  return 
for  peer  review  services.  AHS  is  planning  to  install  a  CHAP  type  program  in 
as  many  Foundations  as  possible.  The  CHAP  (Certified  Hospital  Admission 
Program)  was  developed  by  the  Medical  Care  Foundation  of  Sacramento.  Basic- 
ally, it  permits  prehospitalization  certification  on  elective  admissions  and  cur- 
rent evaluation  of  emergency  or  urgent  cases  by  using  average  lengths  of  stay 
for  selected  diagnoses. 

Unquestionably,  the  greatest  motivating  factor  behind  much  of  the  Founda- 
tion growth  has  been  the  PSRO  amendment  to  H.R.  1.  The  Amendment  (823) 
was  reintroduced  into  the  92nd  Congress  by  Senator  Bennett  on  January  25, 
1972.  Some  changes  have  been  suggested  and  will  be  discussed  in  Chapter  IV. 
It  is  highly  probable  that  some  form  of  PSRO  legislation  will  be  enacted 
sooner  or  later.  As  it  is  written  neither  county  nor  state  medical  societies  may 
qualify  as  a  PSRO. 

The  following  provisions  must  be  met  to  qualify  as  a  PSRO:  a)  The  member- 
ship must  be  voluntary  and  open  to  all  doctors  of  medicine  or  osteopathy  li- 
censed to  engage  in  the  practice  of  medicine  or  surgery  without  requirement  of 
membership  in  or  payment  of  dues  to  any  organized  medical  society  or  asso- 
ciation, b)  It  must  not  restrict  the  eligibility  of  any  member  for  service  as  an 
officer  of  the  PSRO  or  eligibility  for  and  assignment  to  duties  of  the  PSRO. 
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It  is  because  these  criteria  are  not  met  by  the  medical  society  per  se  that 
Foundations  for  Medical  Care  are  being  incorporated. 

In  anticipation  of  PSRO  enactment,  HEW's  National  Center  for  Health 
Services  Research  and  Development  has  funded  a  number  of  EMCRO  (Experi- 
mental Medical  Care  Review  Organization)  projects  throughout  the  country. 
The  PSRO  amendment  states  that  the  Secretary  is  authorized  to  enter  into 
agreements  with  PSROs  throughout  the  nation  to  permit  a  comparison  of  re- 
sults regarding  review  and  claims  payment.  Comparisons  are  planned  between 
areas  having  PSROs  and  areas  without  such  organizations. 

There  are  currently  10  fimded  EMCRO  grants.  So  far,  none  of  these  EMCROs 
are  providing  a  complete  test  of  the  carrier's  role  in  peer  review. 

PART  n. — PHILOSOPHICAL   BACKGROUND 

We  have  already  suggested  that  the  growth  of  Foundations  for  Medical  Care 
was  initiated  in  part  by  the  growth  of  Kaiser  on  the  West  Coast.  Subsequent 
spread  appears  to  have  come  from  the  increasing  involvement  of  both  govern- 
ment and  private  insurance  in  the  prepayment  of  health  care.  The  enactment 
of  Medicaid  and  Medicare  has  been  a  prime  stimulus  since  1966.  The  following 
pages  contain  articles  written  by  Donald  C.  Harrington,  M.D.  and  Mr.  Boyd 
Thompson.  Dr.  Harrington  is  often  referred  to  as  the  Father  of  Foundations 
for  Medical  Care.  He  was  the  creator  of  the  San  Joaquin  Foundation  for  Med- 
ical Care  and  its  medical  director.  Dr.  Harrington  is  also  the  president  of  the 
American  Association  of  Foundations  for  Medical  Care. 

Boyd  Thompson  is  the  executive  director  of  San  Joaquin  as  well  as  the 
American  Association  of  Foundations  for  Medical  Care.  The  views  as  expressed 
by  both  these  men  best  exemplifies  traditional  Foundation  for  Medical  Care 
philosophy. 

Foundation  for  medical  care — iy  Donald  C.  Harrington,  M.D. 

It  may  be  pleasant  to  daydream  about  rolling  history  back  to  the  time — if  it 
ever  existed — when  the  only  elements  in  the  medical  care  picture  were  the 
physician  and  the  patient.  It  may  be  fashionable  in  some  quarters  to  refer  to 
the  third  party  in  medical  care  as  if  it  were  a  social  disease. 

However,  excluding  the  State  and  other  institutional  purchasers  from  the 
medical  care  field  is  about  as  unlikely  as  limiting  the  purchase  of  stocks  to 
individuals,  and  eliminating  such  institutional  buyers  of  stocks  as  the  insurance 
companies,  pension  funds,  trusts,  and  mutual  funds. 

I  believe  it  is  safe  to  say  that  institutional  purchasers  of  medical  care  are 
here  to  stay  and  that  they  will  grow  in  size  and  importance  rather  than  wither 
away  in  the  foreseeable  future. 

The  question  for  the  future — the  basic  challenge  for  all  parties — is  this :  can 
these  diverse  interests  find  a  satisfactory  way  of  life,  with  the  patient  realizing 
the  benefits  of  modern  medical  care ;  the  physician  achieving  the  professional, 
psychological,  social  and  financial  rewards  related  to  his  contribution  to  the 
community ;  the  institutional  purchaser  having  increasing  assurance  that 
needed  medical  care  funds  are  well  spent ;  and  the  organized  medical  profes- 
sion having  the  increasing  satisfaction  that  standards  of  medical  care  being 
progressively  improved? 

Over  the  past  several  years  labor,  management,  and  trust  funds  (the  orga- 
nized consumers)  have  been  quite  vocal  in  stating  their  desires  for  comprehensive 
coverage  and  predictable  costs. 

Labor's  main  interest  has  been  in  the  comprehensiveness  of  coverage.  Man- 
agement, and  the  trust  funds,  have  beenn  more  interested  in  cutting  down 
the  continual  spiral  of  medical  costs. 

These  desires  of  the  organized  consumers  have  resulted  in  responses  from 
certain  organized  producers  such  as  Kaiser,  HIP,  Ross  Loos,  Group  Health 
of  Washington,  D.C.,  and  many  others.  The  consumer  himself  has,  in  many 
instances,  organized  to  cover  his  medical  needs  as  note  the  United  Mine  Work- 
ers and  other  labor-management  health  centers  and  hospital  systems. 

GOVERNMENTAL   CONSUMPTION 

The  government  at  all  levels — city,  county,  state,  and  federal — is  a  consumer 
of  medical  care.  Up  to  now  in  very  few  instances  have  governmental  needs 
for  medical  care  been  able  to  be  covered  under  any  insured  programs.  More 
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recently  the  Federal  Employees  and,  in  California,  the  State  Employees,  as  well 
as  the  employees  of  many  counties  and  cities  are  covered  by  the  insurance 
mechanism. 

In  Medicare  and  Medicaid  the  government  becomes  probably  the  world's 
largest  purchaser  of  medical  care. 

In  any  community  the  need  for  a  Foundation  is  directly  proportional  to  the 
pressures  listed  above. 

FOUNDATION    STRUCTURE 

The  Foundation  for  Medical  Care  is  a  wholly  owned  non-profit  corporation 
controlled  by  the  county  medical  society.  It  has  two  types  of  members — (1) 
the  participating  members  who  agree  to  the  fee  schedule  and  contracts  designed 
by  the  Foundation,  and,  (2)  the  administrative  members  who  are,  in  fact,  the 
board  of  directors  of  the  county  medical  society. 

These  administrative  members  elect  a  board  of  trustees  to  actually  manage 
the  affairs  of  the  Foundation.  The  members  of  this  board  have  a  tenure  of 
three  years. 

The  board  is  empowered  to  accept  contracts  developed  by  insurance  companies 
for  participation  by  the  participating  members.  The  participating  members 
have  the  final  word  on  the  fee  schedules  under  which  they  will  work. 

Foundations  have  spread  rather  rapidly  in  California.  At  the  present  time 
there  are  active  Foundations  in  36  counties.  Foundations  have  also  been 
formed  from  Hawaii  to  Syracuse,  New  York.  There  is  now  an  American  Asso- 
ciation of  Foundations  for  Medical  Care  to  aid  in  communications  from  county 
to  county  and  state  to  state.  An  annual  conference  is  held. 

BELIEFS 

The  Foundation  is  patient  oriented.  We  believe  deeply  that  what  provides 
the  best  medical  care  for  the  patient  will,  in  the  long  run,  be  best  for  the 
medical  profession.  We  do  not  believe  that  the  solo  practice  of  medicine  and  the 
fee  for  service  concept  are  as  "dead  as  a  Dodo." 

Conversely,  we  believe  that  properly  controlled  and  administered  they  are 
capable  of  producing  the  highest  quality  of  medical  care. 

I  would  like  to  emphasize  that  in  my  opinion  it  is  the  responsibility  of  each 
county  medical  society  to  be  aware  of,  and  responsive  to,  the  economic  problems 
that  comprise  their  patients.  This  responsiveness  may  vary  from  a  simple  com- 
mittee action  to  a  full  Foundation  program  with  a  claims  oflSce  and  many 
available  medical  care  programs. 

The  fact  that  in  most  Foundations  that  are  in  operation  there  are  from  90 
to  98  percent  of  the  practicing  physicians  in  the  community  enrolled  as  mem- 
bers attests  to  the  response  of  the  local  medical  profession  to  the  program. 

ACTS    AS    CATALYST 

The  Foundation  is  not  an  Insurance  Company.  It  acts  as  a  catalyst  for  med- 
ical care  programs,  setting  fee  schedules  and  medical  care  standards,  which  if 
incorporated  into  insurance  programs  will  be  accepted  as  full  payment  by  the 
participating  physicians. 

At  first  the  insurance  industry  did  not  welcome  the  Foundation  movement 
with  open  arms,  inasmuch  as  they  could  see  considerable  diflSculty  in  imple- 
menting programs  that  would  match  Foundation  standards.  As  the  years  have 
passed,  the  advantages  of  claims  review  and  leveling  of  the  spiral  of  costs  that 
have  resulted  in  Foundation  programs,  have  made  more  and  more  insurance 
companies  study  this  program  more  thoroughly. 

Both  labor  and  management  have  been  extremely  complimentary  in  their 
comments  about  the  Foundation,  both  as  to  the  care  given  and  the  costs  result- 
ing. However,  in  order  to  "control  and  administer"  the  private  practice  of  med- 
icine and  still  maintain  the  freedom  of  choice  of  physician  and  the  fee  for 
service  concept,  certain  philosophies  and  administrative  devices  must  be 
analyzed. 

I  wish  I  could  believe  that  organized  medicine  could  survive  by  simply  en- 
dorsing the  indemnity  concept.  However,  I  am  convinced  that  the  desires  of  the 
consuming  public  as  illustrated  by  their  turning  to  comprehensive  total  cover- 
age in  the  Federal  Employees  program,  by  labor  moving  to  Kaiser  and  HIP. 
and  by  building  of  labor  health  centers  and  community  health  associations, 
point  clearly  to  the  need  for  utilizing  the  "service  concept"  in  the  providing 
of  medical  care  by  the  profession. 
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CONTEOLLED   FEES 

As  much  as  physicians  all  dislike  the  concept  of  controlled  fees,  I  think  the 
time  has  come  when  the  consumer's  demand  for  predictable  medical  costs  will 
require  that  either  equitable  fee  schedules  be  developed  or  that  the  medical 
profession,  through  its  administrative  areas,  develop  satisfactory  methods  for 
controlling  overpricing  by  physicians  and  yet  maintain  the  "usual,  customary, 
and  reasonable"  fee  concept. 

It  is  self-evident  that  fees  vary  from  community  to  community  and  in  larger 
communities  from  neighborhood  to  neighborhood.  It  is  this  variation  that  has 
caused  the  tremendous  difficulty  in  developing  state  and  nationwide  contracts. 
However,  with  the  present  concepts  of  local  peer  review  attuned  to  the  use  of 
centralized  EDP  equipment,  these  problems  should  be  solved. 

The  control  of  quality  is  the  most  important  single  undertaking  that  organ- 
ized medicine  can  carry  out  in  developing  a  health  care  program.  This  is  some- 
thing that  cannot  be  done  by  insurance  companies,  agencies,  salesmen,  or 
brokers. 

The  first  step  in  the  quality  control  of  a  medical  care  program  is  adequate 
claims  review.  This  is  done  by  individual  physicians  going  over  individual 
claims.  Claims  that  are  in  question  are  then  reviewed  by  the  claims  review 
committee,  decisions  as  to  payment  are  then  made  by  this  committee  and  are 
binding  upon  the  physician-members. 

Claims  review  by  the  profession  leads  to  discipline  by  moral  and  social 
pressure,  by  letters  to  physicians,  and  finally  by  personal  contact  between  phy- 
sicians and  the  review  committee. 

Quality  control  has  been  going  on  in  the  hospital  for  some  time  with  the 
work  of  the  tissue  and  medical  audit  committees ;  the  medical  society  has 
carried  on  this  work  with  the  medical  ethics  committee  and  the  public  service 
committee. 

By  these  activities  we  feel  we  have  made  the  cost  of  medical  care  predictable 
to  the  consumer  and  have  increased  the  quality  of  medical  care  rendered. 

COMPREHENSIVE  CARE 

Over  the  years  Foundations  have  developed  comprehensive  programs  of 
health  care  which  have  provided  a  type  of  coverage  and  service  which  has  been 
greatly  instrumental  in  spreading  the  Foundation  philosophy  throughout  the 
nation : 

(a)  "Basic"  programs  that  encompass  out-patient  home  and  office  calls,  con- 
sultations,  diagnostic  x-ray  and  laboratory ;  in-patient  medical  and  surgical. 

(b)  "Major  Medical"  programs  usually  with  the  $50  deductible  and  20  per 
cent  coinsurance  by  the  patient. 

(c)  Basic  programs  with  a  corridor  followed  by  a  superimposed  major  med- 
ical. 

(d)  Individual  and  family  programs.  These  include  mostly  in-patient  medi- 
cal,  surgical,  with  out-patient  consultations,  diagnostic  x-ray  and  laboratory. 

(e)  Programs  in  which  the  physicians  assume  risk.  These  programs,  though 
few  in  number,  include  one  of  the  first  contracts  in  which  the  Foundation  be- 
came involved,  the  International  Longshoremen  and  Warehousemen  Union  and 
the  most  recent  and  massive  contract,  Medicaid.  In  these  contracts  the  Founda- 
tion for  Medical  Care  assumes  on  a  fixed  premium  basis  the  responsibility  of 
paying  for  all  professional  services  for  the  contract  period  of  time.  Because 
of  California  law,  hospitalization  and  drug  services  cannot  be  assumed  and 
must  be  contracted  out  to  one  of  the  insurance  carriers. 

All  of  the  above  programs  have  elements  of  coinsurance  and  deductible  in- 
cluded in  the  contract. 

Establishment  of  the  San  Joaquin  Foundation  for  Medical  Care  in  1954  has 
brought  about  17  years  of  experimentation  and  innovation  for  the  physician 
members  of  the  Foundation.  With  virtually  all  of  the  medical  society's  doctors 
participating  in  the  Foundation,  the  various  standard  and  experimental  pro- 
grams have  brought  a  certain  vitality  to  the  overall  practice  of  medicine  in  our 
community  which  I  am  sure  would  not  have  been  there  otherwise. 

EFFECT   ON    MEDICINE 

It  is  difficult  to  accurately  zero  in  on  specific  effects  the  Foundation  has  had 
on  the  practice  of  medicine  in  our  area,  but  of  two  things  I  am  certain.  We 
have  a  number  of  young  doctors  now  practicing  in  the  area  who  admit  they 
were  attracted  to  practice  here  because  of  the  innovative  approach  we  attempt. 
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And  we  have  a  serious  shortage  of  physicians  because,  through  our  overall 
Foundation  approach,  we  are  getting  more  and  more  patients  into  the  main- 
stream of  medical  care. 

The  four-county  area  which  the  San  Joaquin  Foundation  serves  has  a  total 
population  of  some  350,000  persons.  Through  the  Foundation's  various  private 
and  governmental  programs,  including  Medicare  and  Medicaid  experimental 
projects,  nearly  one-half  of  the  population  is  served  medically  by  the  Founda- 
tion. 

I  think  one  of  the  most  important  results  of  the  past  17  years  of  Foundation 
experience  is  peer  review.  In  peer  review  we  are  not  reviewing  for  dollar  sav- 
ings, we  are  reviewing  for  proper  utilization.  But,  we  have  discovered  conclu- 
sively that  good  quality  medicine  costs  no  more,  and  in  many  instances  it  costs 
less,  than  poor  quality  medicine.  This  benefits  recipient  and  provider  alike  and, 
in  the  last  analysis,  is  what  Foundations  are  all  about. 

A  comprehensive  explanation  of  foundations  for  medical  care 

— by  Boyd  Thompson 

The  Foundation  For  Medical  Care  is  a  management  system  for  community 
health  services. 

Traditionally  it  has  been  formed  by  medical  societies  as  a  separate  corpora- 
tion which  is  empowered  to  contract  with  physician-members  of  the  medical 
society.  The  contract  is  an  explicit  agreement  between  the  Foundation  and 
the  physician.  It  has  all  the  force  of  an  employment  contract. 

The  objective  of  Foundations  for  Medical  Care  is  to  assure  maintenance  of 
high  quality  care  for  the  community ;  to  assume  responsibility  for  gaps  in  ac- 
cess to  care,  and  to  assure  the  maintenance  in  the  community  of  high  stand- 
ards of  health  insurance  benefit  levels. 

In  short.  Foundations  have  been  highly  instrumental  in  assuring  highly  flex- 
ible insurance  programs  in  their  respecive  operative  communities. 

This  means  that  in  the  western  areas  where  most  mature  Foundations  are 
operating  there  would  be  some  question  about  the  clamor  for  national  health 
insurance.  The  insured  public  in  these  areas  has  wisely  insisted  on,  for  example, 
benefits  for  ambulatory  care  including  adequate  x-ray  and  laboratory  benefits, 
coverage  from  birth,  all  consultations,  and  other  components  of  health  insur- 
ance which  are  not  commonplace  in  the  context  of  much  of  the  voluntary  health 
insurance  as  it  is  known  in  other  large  populous  areas. 

If  health  insurance  is  largely  hospital-oriented,  as  critics  are  asserting,  this 
does  not  hold  true  in  those  places  where  Foundations  have  been  influential. 
These  Foundations  are  the  administrators  of  the  public's  health  insurance  ex- 
penditures. 

DEFINITION 

A  Foundation  for  Medical  Care  is  an  organization  of  doctors  of  medicine, 
sponsored  by  a  local  county  medical  society  or  a  state  medical  association.  It  is 
a  separate  and  autonomous  corporation  with  its  own  board  of  directors.  Every 
physician-member  of  the  medical  society  may  apply  for  membership  in  the 
Foundation  and  upon  being  accepted  may  participate  in  all  programs  and 
activities.  Membership  on  the  part  of  a  physician  carries  with  it  the  responsi- 
bility to  accept  all  foundation  contract  obligations. 

A  Foundation  is  concerned  with  the  development  and  delivery  of  medical 
services  and  the  reasonable  cost  of  health  care,  whether  privately  or  publicly 
financed.  A  Foundation  also  believes  in  the  American  tradition  of  free  choice 
of  personal  physician  and  hospital  by  the  patient,  the  fee-for-service  concept, 
and  the  local  control  of  over  and  under-utilization  through  "peer  review." 

A  Foundation  establishes  minimum  standards  for  health  care  as  practiced 
in  the  community  which  offer  broad  coverage  within  a  reasonable  cost  level. 
The  Foundation  accepts  the  service  principle  of  insurance,  thereby  making 
certainty  of  coverage  available  to  all  consumer  groups  covered  by  a  sponsored 
program. 

Quality  of  medical  care  is  emphasized  through  utilization  review  techniques, 
both  over-utilization  and  under-utilization,  by  both  physician  and  the  patient. 

FUNCTIONS 

- 1 

A  Foundation,  recognizing  that  health  is  a  community  affair,  functions  in 
concert  with  all  segments  of  the  community  in  upgrading  existing  health  care 
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programs  and  in  experimentation  and  development  of  new  health  care  pro- 
grams. The  latter  involvement  has  specific  interest  in  bringing  medical  care 
to  those  segments  of  the  population  that  do  not  now  have  easy  access  to  ade- 
quate medical  care. 

While  it  is  true  that  Foundations  for  Medical  Care  found  their  genesis  in 
the  expansion  of  Kaiser-type  programs,  it  must  be  recognized  that  Founda- 
tions are  mushrooming  these  days  not  solely  because  of  the  expected  prolifera- 
tion of  prepaid  group  practice  plans.  It  is  more  correct  to  ascribe  the  thrust 
of  the  Foundation  movement  to  the  growing  awareness  that  the  medical  esab- 
lishment,  which  is  responsible  for  85  percent  of  all  health  services,  should  in 
fact  organize  itself  more  appropriately  to  assume  a  major  role  in  the  manage- 
ment of  these  services. 

If  there  is  any  surprise  reaction  to  such  a  dawning  realization,  it  should 
not  be  forthcoming  from  medical  care  administrators  and  the  many  other 
experts  in  the  provider  sector,  who  for  years  have  sought  to  convince  the  physi- 
cian that  he  should  assume  the  role  of  management  in  health  affairs  in  addi- 
tion to  his  role  as  manager  of  patient  care. 

"non-system"  myth 

There  has  been  confusion  about  what  a  Foundation  is  and  what  it  does  for 
the  health  industry.  So  much  has  been  said  about  the  problems  of  the  health 
system  that  it  has  come  to  be  called  a  "non-system."  Walter  McNerney,  of 
National  Blue  Cross,  told  the  American  Public  Health  Association  this  past 
year  in  Houston,  Texas,  about  the  myths  that  have  come  into  being  in  connec- 
tion with  the  crisis  in  health  care  organization  and  delivery.  Among  the  myths 
he  touched  upon  was  the  reference  to  the  "non-system." 

"If  you  don't  think  there  is  a  health  system,  just  try  to  change  it,"  he  com- 
mented. 

But  change  is  taking  place  and  the  Foundation  for  Medical  Care  is  that 
organism  of  the  medical  establishment,  the  fee-for-service  side  of  the  aisle, 
which  is  responsive  to  the  need  for  change. 

INCENTIVE 

The  physician  who  participates  in  a  Foundation  for  Medical  Care  has  as 
much  incentive  to  control  hospital  utilization  as  does  the  salaried  M.D.  who 
participates  in  a  prepaid  group  practice  plan.  He  has  just  as  much  interest  in 
maintenance  of  quality  standards  of  care  as  does  his  peer  who  works  within 
the  group  practice  framework. 

In  operating  Foundation  areas  the  substantive  insurance  benefits  for  ambu- 
latory care  provide  the  same  incentive  for  outpatient  treatment  as  would  occur 
in  a  prepaid  group  practice  program  such  as  Kaiser.  This  is  accomplished  in 
true  community  fashion  by  the  Foundation's  sponsored  insurance  company 
programs  and  programs  underwritten  by  the  Blues,  if  these  programs  meet 
Foundation  standards. 

Foundations  also  participate  directly  with  self-insured  groups  and  the  Fed- 
eral Employees  Health  Insurance  Program  subcontracting  for  a  portion  of  the 
risk. 

QUALITY   CARE 

The  second  concept,  the  quality  of  care  aspect,  relates  to  the  commonly  heard 
proposition  that  a  physician  who  is  employed  in  a  group  practice  works  among 
his  peers  and  is  subject  to  close  scrutiny  of  his  work.  Hence  the  conclusion  is 
that  the  group  practice  situation  insures  top  quality  medical  care. 

Foundations  for  Medical  Care  make  the  same  claim.  In  short,  all  cases  which 
are  processed  through  the  Foundation  mechanism  are  scrutinized  primarily 
from  the  standpoint  of  quality  of  care.  Patient  and  provider  profiles  are  accu- 
mulated and  analyses  are  regularly  run  from  the  standpoint  of  the  particular 
case.  They  are  also  run  to  discern  trends  in  quality  and  utilization  of  services. 

PKEPAin   CARE 

Foundations  are  continuing  to  experiment  with  the  prepayment  of  health 
services.  This  is  where  Foundations  for  Medical  Care  move  into  the  area  of 
health  maintenance  organizations,  for  implicit  in  the  HMO  concept  is  prepay- 
ment, which  is  paying  ahead  of  time  for  all  health  services. 

While  there  have  been  several  consumer  health  programs  which  have  been 
administered  on  a  prepayment  basis  by  Foundations,  the  best  known  is  Medic- 
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aid.  For  the  past  two  years  Foundations  liave  been  successful  in  working  with 
the  State  on  a  capitation  basis  for  Medicaid  recipients  and  contracts  have 
been  negotiated  whereby  Foundation-participating  physicians  agree  to  a  fixed 
rate  of  -return  for  the  total  care  rendered  a  total  population  segment  over  a 
stipulated  period. 

It  means  the  doctors  are  risk  sharing  for  Medicaid  recipients.  In  the  four- 
county  San  Joaquin  program  it  was  possible  in  1969  to  refund  some  $200,000  to 
the  State  of  California.  In  the  past  year  the  forecasting  was  off  and  proration 
of  Medicaid  funds  was  distributed  to  participating  M.D.'s. 

Welfare  recipients  in  the  coimties  of  Sonoma,  Mendocino  and  Lake  are  cov- 
ered under  a  prepayment  program  of  the  Sonoma  Foundation  for  Medical 
Care.  This  contract  functions  in  partnership  with  an  insurance  company,  thus 
providing  the  program  with  all  of  the  needed  financial,  actuarial  and  mana- 
gerial expertise  possessed  by  the  insurance  industry. 

Both  the  Sonoma  and  the  San  Joaquin  contracts  show  the  difference  between 
pre-payment  in  the  FMC  and  in  the  Prepaid  Group  Practice.  In  the  former  the 
physician  continues  to  receive  his  regular  usual  and  customary  fee  within 
the  broad  framework  of  the  overall  capitation  agreement.  In  most  prepaid 
group  practices,  the  physician  is  reimbursed  on  a  salary  basis. 

DIVEBSE    INVOLVEMENT 

The  diversity  of  involvement  can  be  highlighted  by  a  few  examples:  The 
Monterey  Foundation  for  Medical  Care  provides  medical  services  to  migrants 
in  its  King  City  Project;  the  San  Joaquin  Foundation  maintains  two  fixed 
and  five  mobile  clinics  for  migrants  providing  over  8,000  visits  per  year,  and  is 
funded  by  the  United  States  Public  Health  Service,  San  Joaquin  County  Board 
of  Supervisors  and  the  Regional  Migrant  Education  Program.  Regional  Medical 
Programs  fund  a  program  in  San  Joaquin  County  of  multiphasic  screening 
and  follow  up  care  for  3,000  urban  poor,  in  cooperation  with  the  Consumer 
Health  Council. 

Other  programs  include  community-wide  utilization  programs  for  extended 
care  facilities;  a  new  concept  in  certifying  hospital  admissions  developed  by 
the  Sacramento  Foundation;  a  coordinated  medical  utilization  program  that 
not  only  certifies  hospital  admissions  but  monitors  the  length  of  stay,  proper 
placement  of  patients  after  leaving  the  acute  facility  and  follow-through  at 
each  level  of  care;  a  pilot  program  under  Medicare  for  Kern,  Fresno  and  San 
Joaquin  Foundations  designed  to  develop  patient  profile  information;  and  a 
contract  with  Pacific  Mutual  Life  Insurance,  Pacific  National  Life  Assurance, 
California-Western  States  Life,  and  Occidental  Life  Insurance  whereby  the 
Foundations  accept  the  responsibility  of  developing  criteria  of  care  to  be  uti- 
lized in  a  computerized  prospective  and  retrospective  review  process. 

Historically,  Foundations  have  found  their  most  successful  tool  for  spreading 
better  care  throughout  the  community  and  at  the  same  time  giving  certainty  of 
care  and  quality  control  has  been  by  setting  minimum  standards.  This  means 
sponsoring  insured  and  service  programs  that  meet  these  minimum  standards. 
It  also  means  becoming  involved  in  the  administration  of  these  programs  to  the 
extent  necessary  to  guarantee  quality. 

While  the  Foundations  have  been  successful  in  attracting  the  involvement  of 
the  Blues  and  many  insurancne  companies,  it  is  also  true  that  some  of  the 
large  insurance  companies  in  the  United  States  have  not  been  overly  en- 
thusiastic about  accepting  the  challenge  of  underwriting  the  broader  benefits 
of  Foundation  sponsorship. 

As  more  and  more  Foundations  develop  around  the  United  States  this  atti- 
tude hopefully  will  change.  The  Blues  and  the  insurance  industry  have  much 
to  offer  in  the  way  of  administrative  expertise  and  fiscal  management. 

FEATTTBES  OF  THE  PROGRAM 

This  program  has  not  been  finalized.  It  is  still  in  the  negotiation  stage.  One 
of  the  features  of  the  program  is  elimination  of  coinsurance  and  deductibles 
for  medical  care  beneficiaries  in  this  area  in  advance  of  implementation,  really 
an  HMO  strategy.  The  legislative  proposal  on  HMO's  does  stipulate  that  the 
deductibles  and  coinsurance  be  abolished  commensurate  with  the  provision  of 
full  comprehensive  health  services  by  an  HMO.  It  also  specifies  that  the  HMO 
may  change  the  actuarial  equivalent  to  enroUees. 
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In  an  FMC,  consumers'  health  dollars  protected  and  high-level  quality  care 
is  reassured  by  the  very  fact  that  the  Foundation  is  the  disbursing  agent  not 
only  for  Medicaid  and  for  other  contracts  with  which  it  has  prepayment  ar- 
rangements, but  conventional  insurance  plans  administered  through  the  Foun- 
dation. By  computerized  processes  aberrant  cases  are  punched  out  on  a  day-to- 
day basis  analyzed  against  predetermined  norms. 

QUALITY  REVIEW 

The  medical  quality  review  is  stacked  up  against  what  in  the  judgment  of 
the  appropriate  committees  of  participating  physicians  are  standard  norms  of 
medical  care.  The  "usual  and  customary"  fee  concept  is  used  and  the  criterion 
which  serves  as  the  barometer  is  the  Relative  Value  Study  which  was  devel- 
oped in  California. 

Retrospective  hospital  utilization  review  is  a  potentially  efficient  method  of 
determining  over  and  under  stays  and  inappropriate  admissions.  However,  the 
retrospective  evaluation  of  hospital  utilization  is  quite  awkward  when  it  comes 
to  actually  bringing  about  change  in  patterns  and  usage. 

Foundations  are  acquiring  added  dimensions  in  their  development  of  more 
sophisticated  expertise  in  the  managerial  aspects  of  the  health  system.  Sim- 
ilarly in  the  context  of  the  "gaps  in  health  services"  the  Foundations  are  assert- 
ing leadership  in  devising  methods  for  providing  services  in  unfilled  areas  of 
need. 

To  accomplish  this  is  no  mean  effort  and  Foundations  are  going  through  a 
dramatic  period  of  growth.  The  physicians  who  have  inspired  all  of  this  activ- 
ity are  practicing  M.D.'s  who  are  perhaps  running  themselves  into  early  graves 
in  their  now  nationally  recognized  effort  to  encourage  establishment  of  more 
and  more  physician-managed  health  organizations. 

The  parent  organization  for  Foundations  had  until  recently  been  the  United 
Foundations  for  Medical  Care,  but  more  recently  board  approval  was  given 
for  the  establishment  of  a  new  national  organization,  the  American  Association 
of  Foundations  for  Medical  Care.  The  president  is  Dr.  Donald  C.  Harrington 
of  Stockton,  San  Joaquin  Foundation.  Board  members  are  Dr.  John  Wood  of 
Denver,  Colorado  State  Foundation ;  Dr.  Frederick  W.  Dowda  of  Atlanta,  Ful- 
ton County  Foundation,  Georgia;  Dr.  Ross  Ballard  of  San  Bernardino,  San 
Bernardino  Foundation;  Dr.  Wallace  A.  Reed  of  Phoenix,  Maricopa  County 
Foundation,  and  Dr.  John  Kenney  of  Santa  Rosa,  Sonoma  County  Foundation. 

As  Foundations  attempt  to  re-evaluate  the  delivery  of  health  care  they  must 
continue  to  remind  themselves  of  what  is  right  about  the  current  situation  as 
well  as  to  concentrate  on  what  is  wrong.  They  must  continue  to  measure  pro- 
posed programs  as  they  relate  to  the  community.  For  health  is  truly  a  com- 
munity affair. 

PART  III. — FOUNDATION  DEVELOPMENTS  BT  STATE  AND  COUNTY 

Analysis  of  plan  survey  on  FMC 

On  April  4,  1972  the  National  Association  of  Blue  Shield  Plans  mailed  a 
questionnaire  to  all  71  Blue  Shield  Plans.  The  questionnaire  queried  Plans  for 
information  concerning  the  functions,  scope,  programs  served,  funding,  and 
capabilities  of  Foundations  for  Medical  Care.  Responses  were  received  from  66 
Plans  representing  every  state  but  Alaska  and  Louisiana  where  no  Blue  Shield 
Plan  exists.  Since  some  states  have  more  than  one  Blue  Shield  Plan,  the  survey 
reflects  Plan  viewpoints  of  statewide  activities  from  various  geographic  areas 
within  that  state. 

It  should  be  understood  that  the  growth  of  Foundaions  is  far  from  complete. 
The  description  contained  herein  is  best  likened  to  a  snap  shot  of  Foundation 
activity  taken  in  the  Spring  of  1972.  Many  of  the  objectives,  activities,  and 
ongoing  relationships  of  Foundations  can  and  will  experience  change  in  the 
future.  The  form  of  any  quality  assurance  legislation  (i.e.  PSRO)  will  definite- 
ly have  an  impact  on  the  future  forms  of  Foundations  for  Medical  Care.  Be 
that  as  it  may,  the  following  analysis  is  presented  and  can  be  periodically 
updated  as  additional  factors  initiate  changes. 

The  survey  data  shows  that  there  are  23  statewide  Foundations  now  incor- 
porated in  the  U.S.  Further,  there  are  only  nine  states  that  have  no  Founda- 
ion  activity  at  all.  Ten  states  have  FMC's  incorporated  but  only  at  the  county 


204 

level.  All  told,  there  are  68  county  FMC's  now  incorporated  or  nearing  incor- 
poration in  the  U.S. 

Concerning  the  funding  of  Foundations,  the  predominant  method  is  member- 
ship dues.  Next,  ten  Foundations  have  received  EMCRO  grants  while  Founda- 
tions in  four  other  states  have  applied  for  one.  Eight  other  Foundations  have 
received  HMO  government  grants.  The  above  two  categories  are  not  mutually 
exclusive  since  at  least  two  Foundations  (i.e.  Sacramento  and  Georgia)  have 
received  both  HMO  and  EMCRO  grants.  In  at  least  seven  Plan  areas,  third 
party  donations  have  helped  fund  Foundation  activity. 

Regarding  financial  support  directly  from  individual  Blue  Shield  Plans :  7 
indicated  they  had  or  are  planning  to  contribute  directly  to  the  Foundation. 
Thirteen  Blue  Shield  Plans  indicated  they  would  contribute  time,  manpower, 
and/or  resources  but  not  money.  The  remainder  of  the  respondees  stated  that 
no  funding  of  any  sort  is  currently  being  planned. 

What  are  the  primary  functions  currently  being  performed  by  Foundations? 
The  Plan  survey  data  was  ranked  showing  the  following  functions  in  descend- 
ing order  of  importance : 

Be- 
Function:  spomesi 

1.  Peer  review 38 

2.  Develop  criteria  by  diagnosis 27 

3.  Sign  Participating  agreements 24 

4.  Compile  data  bank  for  fee  profiles 18 

5.  Claims  processing 12 

6.  Claims  payment 9 

7.  Uncertain 7 

8.  Underwriting 5 

1  Several  clarifications  are  needed  for  these  responses. 

Number  of  repsonses  only  indicates  the  number  of  Plans  observing  that  func- 
tion in  Foundations  in  their  state  not  the  number  of  Foundations  performing 
that  function.  Secondly,  the  same  FMC  can  and  often  does  perform  more  than 
one  of  the  above  functions. 

Clearly,  peer  review  and  the  development  of  criteria  by  diagnosis  are  the 
most  frequently  indicated  functions  of  Foundations  thus  far.  It  is  of  interest, 
however,  that  Foundations  in  at  least  nine  states  and  the  District  of  Columbia 
plan  to  or  are  processing  claims. 

What  is  the  characteristic  working  relationship  between  Blue  Shield  and 
Foundations?  At  present,  twenty-three  Plans  have  indicated  that  the  interrela- 
ionship  and  goals  haven't  been  defined  as  yet.  In  nineteen  Plan  areas  the  two 
entities  are  working  together  toward  mutually  acceptable  goals.  The  remainder 
of  the  Plans  said  they  were  either  working  together  but  without  mutually  ac- 
ceptable goals  or  that  no  relationship  exists.  The  majority  of  Plan  responses 
suggest  that  the  two  organizations  are  still  ironing  out  a  working  relationship 
in  most  states. 

Survey  data  suggest  that  Medicaid  is  the  program  most  frequently  served 
by  Foundations.  The  responses  suggest  further  that  more  Foundations  cur- 
rently serve  regular  business  and  FEP  programs  than  Medicare  or  CHAMPUS. 
Generally  speaking,  however.  Foundations  appear  interested  in  conducting  peer 
review  and  other  previously  mentioned  services  for  all  programs  across  the 
board. 

The  survey  clarified  data  on  several  other  areas  that  have  a  direct  impact 
on  carriers.  Twenty-six  Plans  stated  that  the  Foundation  in  their  area  required 
a  signed  participating  agreement  with  the  physician.  Thirteen  Plans  also 
indicated  that  Foundations  set  minimum  standards  for  benefit  coverage.  Lastly, 
the  Plans  were  asked  to  subjectively  evaluate  the  effectiveness  of  the  overall 
FMC  activity  in  thir  area.  A  clear  majority  on  this  question  showed  that  FMC 
activities  are  still  semi-operational  and  cost  containment  capabilities  haven't 
been  assessed.  Only  four  Plans  noted  that  the  FMC  had  demonstrated  actual 
dollar  savngs.  The  remainder  of  the  responses  suggested  either  that  the  Foun- 
dation was  inactive  or  no  results  were  apparent. 

The  map  and  checklist  which  follow  will  depict  nationwide  Foundation  de- 
velopments thus  far. 
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NATIONWIDE  FOUNDATION  DEVELOPMENT 


•   County  FMC 
0  Multl  County  FMC 
<AN  Incorporated  Statewide  FMC 


State  and  name  location 

Alabama :  None 

Arizona : 

Statewide :  None J 

County : 

Maricopa _ Phoenix. 

Pima Tucson. 

Arkansas :  None 

California : 

Statewide :  None 

County: 

Humboldt/el    Norte Eureka. 

Butte/  Glenn Chico. 

Sonoma/Lake/Mendocino Santa  Rosa. 

Sacramento/El  Dorado Sacaramento. 

Marin/Napa/Solano San  Rafael. 

San  Joaquin/ Amador Stockton. 

San  Francisco San  Francisco. 

Stanislaus Modesto. 

San  Mateo San  Mateo. 

Santa  Clara San  Jose. 

Merced/ Mariposa Merced. 

Monterey/Santa  Cruz/Santa  Benito Monterey. 

Fresno/Madera Fresno. 

Tulare Visalia. 

Kern Bakersfield. 

Santa  Barbara Santa  Barbara. 

San  Bernardino San  Bernardino. 

Riverside Riverside. 

Orange Orange. 

San  Diego/Imperial San  Diego. 

Colorado : 

Statewide:  Colorado  State  FMC 

County : 

Metro  Denver  Foundation Denver. 

Poudre  Valley  Foundation Fort  Collins. 

Arapahoe  County Englewood. 
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state  and  name  location 

Connecticut : 

Statewide :  None 

County: 

Hartford  County  Health  Care  Plan Hartford. 

Delaware : 

Statewide:  Delaware  Foundation  for  Medi- 
cal Care  (developing). 
District  of  Columbia:  District  of  Columbia  Medi-     District  of  Columbia. 

cal  Society  Foundation. 
Florida: 

Statewide:  Florida  Medical  Foundation Jacksonville. 

County :  None 

Georgia : 

Statewide:  Georgia  Medical  Care  Founda-      Atlanta, 
tion. 

County:  Fulton  County Atlanta. 

Idaho :  None 

Illinois : 

Statewide:  Illinois  State  FMC 

County: 

Northern  Illinois  Foundation Rockford. 

Quad  River  Foundation Joliet . 

Champaign  County  Foundation Champaign. 

Central  Illinois  Foundation Springfield. 

Chicago  Foundation  for  Medical  Care__     Chicago. 
Indiana : 

Statewide :  None 

County : 

Lake  County  Medical  Foundation Gary. 

Northeast  Indiana  Fotindation Fort  Wayne. 

Vandenburgh  County  Foundation Evans ville. 

Elkhart  Medical  Foimdation Elkhart . 

Iowa: 

Statewide:    Iowa   Foundation   for    Medical    West  Des  Moines. 
Care. 

County:  None 

Kansas : 

Statewide:  Kansas    Medical   Society  Foun- 
dation. 
County :  Sedgwick  County  Medical  Society.     Wichita. 
Kentucky : 

Statewide:  Kentucky  Foundation  for  Med-     Louisville, 
ical  Care. 

County :  None 

Maine: 

Statewide:  Maine  FMC  (developing) 

County :  None 

Maryland : 

Statewide :  State  Medical  Society Baltimore. 

County:    Prince    Georges    County   Founda-     Prince  Georges  County, 
tion. 
Massachusetts : 

Statewide :  None 

County : 

Bay  State  Medical  Foundation Northeastern  Massachusetts. 

Barnstable    County    Medical    Founda-     Cape  Cod. 

tion. 
Hampden    District    Medical    Founda-    Springfield. 

tion. 
Plymouth    County    Medical    Founda-    Southeastern  Massachusetts, 
tion. 
Michigan : 

Statewide:   Michigan  State  Foundation  for     Detroit. 

Medical  Care. 
County :  Genesee  County  FMC Flint. 
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state  and  name  location 

Minnesota : 

Statewide :  None 

County :  Foundation  for  Health  Care  Evalua-     Minneapolis, 
tion. 
Mississippi : 

Statewide :  Mississippi  State  FMC Jackson. 

County :  None 

Missouri : 

Statewide:     Health     Care     Foundation     of     Jefiferson  City. 
Missouri. 

County :  None 

Montana :  None 

Nebraska :  None 

New    Hampshire:    Statewide:    New    Hampshire 

FMC. 
New  Jersey: 

Statewide:  New   Jersey   FMC   (developing) 

County:  None 

New  Mexico: 

Statewide:    New    Mexico    Foundation    for     Albuquerque. 
Medical  Care. 

County :  None 

New  York: 

Statewide:    Medical    Society   of    the    State     New  York  City. 

of  New  York. 
County: 

Adirondack    Foundation    for    Medical     Glens  FaUs,  N.Y. 
Care,  Inc. 

Albany  County  Medical  Foundation Albany,  N.Y. 

Onondaga  County Syracuse,  N.Y. 

Broome  County Binghamton,  N.Y. 

Nassau 1200  Steward  Ave.,    Garden 

City,  N.Y. 

Queens 112-25  Queens  Blvd.,  Forest 

Hills,  N.Y. 

Kings 1313  Redford  Ave.,  Brooklyn, 

N.Y. 
Monroe    County,    Broome,    Delaware,     Carl    and    Lily    Pforzheimer 
Otsego  County  Medical  Society,  West-         Memorial  Bldg.,  Purchase, 
Chester.  N.Y. 

Suffolk 850  Veteran's  Memorial  High- 
way, Hauppauge,  N.Y. 
Ulster,  Orange,  Mid-Hudson,  Dutchess.     Newburgh  Professional  Bldg., 

North  Plank  Road,  MD  30, 
Newburgh,  N.Y. 

Physicians'  Foundation  of  W.N.Y Erie  County. 

Nevada:  Statewide:  Nevada  Physicians  Service. _     Reno. 

North  Carolina:  At  discussion  stage 

North  Dakota:  Statewide:  North  Dakota  FMC 

(developing) . 
Ohio: 

Statewide:  Ohio  FMC  (developing) 

County :  Midwest  FMC Cincinatti. 

Oklahoma : 

Statewide:   Oklahoma  Foundation  for  Peer     Oklahoma  City. 
Review. 

County:  None 

Oregon : 

Statewide :  None 

County:  Multonomah  Foundation  for  Medi-     Portland, 
cal  Care. 
Permsylvania : 

Statewide:  Pennsylvania  Medical  Society Lemoyne,  Pa. 

County :  None 
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state  and  name  location 

Rhode  Island: 

Statewide:  Rhode  Island  Medical  Society Providence. 

County:  None 

South  Carolina: 

Statewide:  South  Carolina  Foundation  for    Florence. 
Medical  Care. 

County :  None 

South  Dakota:  None 

Tennessee : 

Statewide :  None 

County:     Memphis     and     Shelby     County     Memphis. 
Medical  Foundation. 
Texas: 

Statewide :  None __ 

County:  Bexar  Coimty  Medical  Foundation.     San  Antonio. 
Utah: 

Statewide:  Utah  Professional  Review  Orga-    Salt  Lake  City, 
nization. 

County:  None 

Vermont : 

Statewide :  None 

County:  Green  Mountain Chittenden. 

Virginia: 

Statewide :  None 

County:  Albermarle  County Charlottesville. 

Washington : 

Statewide :  None 

County:  Council   on    Medical    Care    (King 

County) Seattle. 

West  Virginia : 

Statewide :  None 

County:  Tri- Angle    Health    Foundation    of 

West  Virginia Parkersburg,  Charleston,  and 

Huntington. 

Ohio  County  Medical  Society Wheeling. 

Wisconsin : 

Statewide :  Wisconsin  Medical  Care  Founda- 
tion      Madison. 

County :  None 

Wyoming: 

Statewide:  Wyoming  Health  Services Cheyenne. 

Covmty :  None 

Puerto  Rico:  None 

PART   IV. — PSRO  ANALYSIS 

Amendment  823  (PSRO) — an  analysis 

On  January  25,  1972  Senator  Wallace  Bennett  of  Utah  reintroduced  into  the 
92nd  Congress  his  amendment  (823)  to  H.R  1.  The  Professional  Standards 
Review  Organization  has  possible  far  reaching  effects  on  physicians,  other  pro- 
viders and  carriers  alike. 

Amendment  823  touches  on  the  following  areas  of  significance : 

1.  Qualifications  for  PSRO's 

2.  Duties  and  functions  of  PSRO's 

3.  Norms  of  Health  Care 

4.  Review  as  a  requirement  for  claims  payment 

5.  Obligations  of  practitioners  of  services 

6.  Statewide  PSRO  councils 

7.  Correlations  between  PSRO  and  administrative  instrumentalities 

8.  Prohibition  against  disclosure  of  information 

9.  Limitation  on  liability  for  those  providing  information  to  the  PSRO 

10.  Technical  assistance  to  organizations  desiring  to  become  PSRO's 

11.  Authorization  of  demonstration  projects 

As  stated  in  Chapter  I,  a  major  motivating  force  behind  FMC  development 
has  been  the  qualification  requirements  for  PSRO.  The  present  provisions  pre- 
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elude  tlie  possibility  of  state  or  local  medical  societies  qualifying  as  PSRO's. 
The  function  and  purpose  of  the  PSRO  are  as  follows.  The  function  of  a  PSRO 
is  to  assume  responsibility  for  the  review  of  professional  activities  of  "institu- 
tional and  noninstitutional  providers  of  health  care  services"  for  which  pay- 
ments are  made.  The  purpose  of  the  PSRO  is  to  determine  if :  a)  the  services 
were  medically  necessary ;  b)  the  quality  of  such  services  meets  professionally 
recognized  standards  of  health  care;  c)  the  in-hospital  services  provided  could 
have  more  appropriately  been  provided  on  an  outpatient  basis. 

Each  PSRO  would  also  have  the  authority  to  determine,  in  advance,  the 
necessity  of  any  elective  admission  to  a  hospital  or  extended  care  facility. 
Other  PSRO  duties  include  regular  review  of  patient  profiles,  prospective  and 
retrospective  review,  inspection  of  physical  facilities  in  which  care  is  rendered 
or  services  provided,  rotating  physician  membership  on  review  committees 
and  assurance  that  peer  review  committee  membership  has  the  broadest  repre- 
sentation feasible. 

Another  section  of  the  Amendment  deals  with  norms  of  health  care  services 
for  various  illnesses  or  health  conditions.  Under  the  legislation  each  PSRO 
would  apply  professionally  developed  norms  of  care  and  treatment  based  upon 
typical  lengths-of-stay  for  institutional  care  by  diagnosis  and  serve  as  the  prin- 
cipal points  of  evaluation  and  review.  The  National  Professional  Standards 
Review  Council  would  provide  for  the  preparation  and  distribution  to  each 
PSRO  of  appropriate  materials  indicating  the  regional  norms  to  be  used.  Such 
norm  data  would  be  revised  periodically.  PSRO's  would  use  these  norms  to 
evaluate  and  review  both  proposed  and  provided  services  to  determine  if  the 
care  and  services  are  consistent  with  the  criteria. 

The  amendment  further  calls  for  the  development  of  statewide  Professional 
Standards  Review  Councils  in  any  state  which  has  three  or  more  PSRO's.  The 
membership  of  these  statewide  councils  would  consist  of : 

1.  One  representative  from  each  PSRO  in  the  state ; 

2.  Four  physicians,  two  designated  by  the  state  medical  society  and  two 
designated  by  the  state  Hospital  Association ;  and 

3.  Four  persons  knowledgeable  in  health  care  as  representatives  of  the  pub- 
lic (two  by  the  governor). 

It  is  the  duty  of  the  statewide  PSRO  council  to  coordinate  the  activities  of 
and  disseminate  information  and  data  among,  the  various  PSRO's  throughout 
the  state.  An  attempt  will  be  made  by  the  council  to  assist  the  Secretary  of 
Health,  Education  and  Welfare  in  development  of  uniform  data  gathering 
procedures  and  common  data  processing  operations  serving  several  or  all  areas 
to  assure  efficient  operation  and  objective  evaluation  of  comparative  perform- 
ance of  each  PSRO.  The  statewide  council  will  be  reimbursed  by  HEW  for 
"reasonable  and  necessary"  expenses. 

A  statewide  Professional  Standards  Review  Council  shall  be  advised  and  as- 
sisted by  an  advisory  group  (of  between  7  and  11  members)  which  shall  be 
made  up  of  health  care  practitioners  (other  than  physicians)  and  representa- 
tives of  hospitals  or  other  health  care  facilities  which  provide  covered  services. 

The  amendment  further  provides  a  role  for  the  carriers  and  other  public  or. 
private  agencies  (other  than  the  PSRO)  having  review  or  control  functions, 
or  "proved  relevant  data  gathering  procedures  and  experience."  Regulations 
will  provide  for  the  correlation  of  activities  and  an  interchange  of  data 
and  information.  The  correlation  of  activities  may  include  use  of  existing 
mechanical  and  other  data-gathering  capacity.  The  amendment  specifies  further 
that  any  data  or  information  acquired  by  any  PSRO  shall  be  held  in  confidence 
except  to  the  extent  necessary  to  carry  out  its  purposes.  In  addition,  no  person 
providing  information  to  any  Professional  Standards  Review  Organization  shall 
be  held  liable  for  providing  that  information. 

Section  1170  of  the  amendment  authorizes  agreements  with  various  PSRO's 
throughout  the  nation  to  facilitate  comparison  of  results.  The  purpose  of  these 
demonstration  projects  is  to  compare  review  and  paymen  of  claims  between 
areas  served  by  a  PSRO  and  area  in  which  PSRO's  have  not  been  established. 
This  provision  is  directly  related  to  the  EMCRO  program  which  will  be  dis- 
cussed in  Chapter  5. 

As  of  June  5.  1972,  the  Senate  Finance  Committee  has  made  modifications 
in  Amendment  823  to  H.R.  1.  The  modifications  are  apparently  intended  to 
facilitate  administration  of  the  provision  and  to  promote  better  coordination 
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among  the  various  review  and  claims  processing  organizations.   The  major 
areas  of  concern  and/or  modification  are  : 

1.  Medical  Society  Performance — Although  the  criteria  for  evaluating  capa- 
bility and  performance  have  been  somewhat  improved,  the  current  version  main- 
tains a  statutory  preference  for  medical  society  or  foundation  sponsored 
PSRO's.  Flexibility,  therefore,  is  confined  to  the  post-selection  period.  Recog- 
nizing this  shortcoming,  EMCRO  planners  at  HEW  will  soon  release  new 
guidelines  which  will  permit  involvement  of  other  agencies  besides  medical  so- 
cieties in  Experimental  Medical   Care  Review  Organization   Program. 

2.  Contracts  and  Coordination — The  current  version  leaves  intact  the  exist- 
ing Title  XVIII  carrier  and  intermediary  contractual  provisions  which  limit 
modification  of  defined  functions  and  variation  among  individual  admnistrative 
agents.  The  Congress  might  find  it  necessary  to  modify  Title  XVIII  provisions 
to  take  account  of  the  redistribution  of  responsibilities  and  related  need  for 
contract  modifications  when  a  PSRO  comes  into  operation. 

3.  PSRO  Administrative  Functions  and  Responsibilities — There  remains  in 
the  current  version  ambiguity  concerning  limits  within  whch  a  PSRO  may 
operate  or  of  the  authority  of  the  secretary  to  set  limits  on  areas  of  PSRO 
jurisdiction.  Clearer  provisions  are  needed  to  assure:  a)  that  one  or  more 
PSRO's  do  not  take  on  activities  that  are  excessive  or  fail  to  take  on  necessary 
activities,  b)  Coordination  of  data  requirements,  coding  systems,  etc.  to  be  sure 
that  they  are  consistent  among  PSRO's.  intermediaries  and  carriers  that  would 
be  working  together. 

4.  Hearings  and  Appeals — The  following  needs  regarding  hearings  and  ap- 
peals must  be  satisfied : 

(a)  One  route  for  appeals  must  be  pRfablished  so  there  is  no  ambiguity  on 
how  the  appeal  is  to  go. 

(b)  Title  XVIII  appeals  must  be  guided  by  appropriate  medical  expertise 
through  arrangements  with  the  PSRO. 

(c)  The  appeal  process  for  Title  XVITT  must  be  streamlined  and  present  for- 
malities minimized. 

5.  Patient  liability  arising  from  a  PSRO's  finding  that  the  services  were 
unnecessary  or  otherwise  not  covered  can  he  waived  where  the  patient  is  found 
"without  fault"  in  incurring  the  debt. 

6.  Penalties  can  be  imposed  on  a  physician  for  ordering,  as  well  as  providing, 
services  which  are  excessive  or  improper. 

7.  The  underwriting  experiment  provision  has  been  eliminated. 

8.  Effective  dates  have  been  delayed  a  full  year;  e.g.,  designation  of  areas 
would  not  need  to  be  completed  until  January  1,  1974. 

No  doubt,  additional  changes  will  be  made  before  any  PSRO  concept  is  ulti- 
mately adopted  by  Congress. 

Structure  and  cost  of  PSRO 

There  has  been  considerable  controversy  over  the  PSRO  Amendment,  and 
both  advantages  and  disadvantages  have  been  cited  by  various  organizations. 

Advantages  Cited 

The  PSRO  concepts  integrate  institutional  and  noninstitutional  review  activ- 
ities. This  action  is  imperative  if  total  utilization  is  to  be  properly  evaluated 
and  controlled. 

The  legislative  language  calls  for  establishment  of  regional  and  national 
norms  for  review  of  service. 

The  PSRO  concept  paces  new  and  appropriate  emphasis  upon  development 
and  review  of  individual  beneficiary  profiles  in  addition  to  provider  record 
reviews. 

Disadvantages  Cited 

The  legislation  would  establish  new  organizations  which  would  duplicate  the 
form  and  function  of  carrier  review  programs  in  many  states. 

Restriction  of  PSRO  appointments  to  medical  societies  and  FMC's  is  subject 
to  question.  Provision  should  be  made  for  a  comparative  evaluation  program 
before  full  commitment  to  the  concepts. 

The  utilization  standards  and  norms  are  to  be  estabhsned  primarily  on  the 
basis  of  historical  utilization  data  which  reflects  improper  utilization  rates  in 
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some  cases.  The  process  thereby  may  institutionalize,  ratify  and  legitimize 
medcal  practices  judged  improper  by  qualified  experts. 

The  provisions  ot  the  amendment  place  insufficient  emphasis  on  maintenance 
and/ or  improvement  of  the  quality  of  health  care  delivered  and  financed  under 
public  programs. 

The  current  amendment  would,  in  effect,  put  the  secretary  of  HEW  in  a  su- 
pervisory role  over  medical  societies  and  carriers  in  regard  to  cost  containment 
programs.  A  mandated  peer  review  program  complete  with  guidelines  for  im- 
plementation is  unlikely  to  meet  with  full  approval  of  the  organized  medical 
community.  The  latter  feeling  that  there  are  a  variety  of  ways  to  conduct  peer 
review  all  of  which  can  be  ettective  concurrently  in  various  locations. 

Establishment  of  the  review  system  envisaged  by  the  Bennett  proposal  would 
traumatize  major  components  of  the  present  delivery  system — 

1.  Local  medical  societies  which  elect  to  perform  the  review  functions  would 
not  only  have  to  incorporate  a  nonprofit  EMC  since  they  don't  qualify  them- 
selves, they  would  also  have  to  expand  their  staff  and  physician  plant  in  a 
brief  time  period.  Inevitably,  management  problems  will  arise,  which  will 
be  seriously  compounded  and  intensified  by  the  unfamiliarity  of  society  man- 
agement and  staff  with  mass  review  procedures  and  sophisticated  data  proces- 
sing methods.  The  cost  in  time  and  resources  will  be  significant,  if  not  unac- 
ceptably  high.  Creation  of  the  mechanism  from  scratch  would  be  extremely 
difficult  and  arduous. 

2.  The  carrier  would  also  encounter  problems  in  administering  the  balance 
of  the  program  occasioned  by  the  necessity  of  supplying  records,  histories  and 
profiles  to  the  new  PSRO  for  review.  The  physical  transfer  problems  would 
be  increased  if  the  several  PSRO's  in  a  given  carrier  area  chose  to  use  non- 
compatible  systems,  languages  and  formats.  More  importantly.  Blue  Shield's 
role  in  the  data  gathering  could  be  substantially  reduced. 

The  necessity  to  coordinate  and  work  with  multiple  PSRO's  would  increase 
the  frequency  of  system  breakdown,  delay  or  failure.  It  might  also  require  an 
outside  data  system  (i.e.,  EDS,  IBM,  etc.)  to  enter  each  state  and  analyze 
the  data  incoming  from  various  carriers. 

3.  Foundations  for  medical  care,  created  to  perform  the  review  function,  could 
begin  their  operations  on  a  meaningful  basis  only  if  supplied  with  comprehen- 
sive provider  and  beneficiary  data  bases  contained  at  present  only  in  Blue 
Shield  Plan  records.  The  time  and  resources  required  to  assemble  and  study 
these  data  would  be  very  expensive.  These  expenses  would  have  to  be  passed 
on  to  someone  and  that  someone  would  probably  ultimately  be  the  patient. 

4.  Overall  health  care  review  expenses  (a  component  of  administrative  ex- 
pense) must  necessarily  be  greater  than  costs  of  non-fragmented  systems.  It 
is  not  clearly  demonstrable  that  such  review  techniques  are  automatically  su- 
perior to  the  best  quality  of  present  systems  from  a  cost/benefit  standpoint. 

This  fact  is  illustrated  by  the  following  comparison  of  the  actual  results 
of  selected  present  systems  of  review  for  professional  provider  services  only, 
and  projections  of  aggregate  savings  from  professional  and  institutional  pro- 
viders. 

Estimated  number  of  PSRO's 

The  following  estimate  of  the  number  of  PSRO's  required  to  administer  the 
utilization  review  program  for  the  existing  Medicare  and  Medicaid  programs 
described  in  the  Bennett  Amendment  is  based  upon  the  following  assumptions : 

1.  A  single  PSRO  will  review  the  activities  of  no  more  than  1,000  physicians. 

2.  Any  U.S.  county  with  a  physician  population  of  300  to  1,000  will  establish 
a  PSRO. 

3.  Counties  with  a  physician  community  in  excess  of  1,000  members  will  be 
divided  into  several  PSRO's  of  equivalent  size  not  to  exceed  about  1,000  physi- 
cians each. 

4.  The  remaining  physicians  in  each  state  will  be  assigned  to  PSRO's  of  about 
300  members  each. 

5.  Every  state  will  have  at  least  one  PSRO. 

6.  Total  non-federal  resident  physician  populations,  by  state,  are  employed 
without   regard  to  membership  or  non-membership  in  local  medical  societies. 

7.  The  following  arbitrary  classification  system  is  used  in  the  following 
analyses: 
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(a)  Class  A     PSRO  with   a  minimum  of  300  physician  members  and  a 

maximum  of  500 

(b)  Class  B     PSRO   with  a   minimum   of  501  physician  members  and  a 

maximum  of  700 

(c)  Class  C    PSRO   with   a   minimum   of  701  physician   members  and   a 

maximum  of  about  1000. 

The  above  assumptions  produce  what  is  probably  the  maximum  number  of 
PSRO's  necessary  to  accomplish  the  purposes  of  the  Amendment.  The  program 
might  be  significantly  improved  by  reduction  of  the  number  of  PSRO's. 

The  following  table  presents  the  number  of  PSRO's  of  each  class  required  for 
each  state  and  totals  for  the  entire  country. 

CLASSES  OF  PSRO's 


state 


Class  A, 
300  to  500 
physicians 


Class  B 
501  to  700 
physicians 


Class  C 

701  to  about 

1,000 

physicians 


Total 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia. 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Puerto  Rico 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


Total. 


5 
1 
2 
4 
16 
4 
2 


11 
8 

1 


14 
10 
8 
7 
6 
7 


5 
6 
10 
5 
5 
6 


8 

2 

15 

12 


13 
4 
4 

20 
2 
1 
6 


6 

16 

1 


11 

11 

5 

7 

1 


292 


24 
2 
2 


30 


135 


6 

1 

4 

4 

41 

6 

8 

1 

3 

15 

10 

2 

1 

23 

12 

8 

7 

7 

9 

1 

9 

16 

18 

10 

5 

10 

1 

4 

1 

1 

16 
2 

50 

13 

1 

24 

5 

6 

31 

4 

3 

6 

1 

9 

23 

2 

1 

12 

13 

5 

10 
1 


482 


Cost  Of  PSRO'S 

The  Bennett  PSRO  proposal  has  been  costed  by  Edward  Mills,  Ph.D.,  re- 
search economist  of  NABSP.  It  is  based  on  the  amendment  language,  informa- 
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tion  contained  in  press  releases  and  certain  informal  statements  made  to  staff 
regarding  the  size  of  individual  review  units. 

Number  of  Units 
An  estimated  482  PSRO  units  will  be  required  to  meet  program  requirements. 
State-by-state  distribution  will  range  from  one  unit   (Wyoming,  New  Hamp- 
shirt,  for  example  to  50  (New  York). 

Cost  Estimate 

Three  basic  projects  were  prepared  based  on  differing  workload  and  staflSng 
assumptions:  High  estimate:  $229  million  annual  operating  expense;  medium 
estimate:  $144  million  annual  operating  expense;  and  low  estimate:  $103  mil- 
lion annual  operating  expense. 

No  estimate  of  start-up  expenses  was  prepared. 

Savings 

Supporters  of  the  Bennett  proposal  estimate  that  savings  attributable  to 
the  Professional  Standards  Review  Organization  could  go  up  as  high  as  20% 
of  total  program  payments,  or  $1.35  billion  dollars  for  Titles  XVIII  and  XIX. 
At  this  rate,  the  savings  per  claim  would  be  about  $9.00,  compared  to  a  review 
cost,  based  on  the  cost  estimates  presented  above  of :  High  estimate :  $1.52  per 
claim ;  medium  estimate :  $0.96  per  claim ;  low  estimate :  $0.68  per  claim. 

Though  savings  of  the  order  of  20%  appear  quite  optimistic,  Blue  Shield 
experience  in  two  Plans  which  presently  administer  Titles  XVIII  and  XIX 
indicates  that  significant  savings  may  indeed  be  realized  from  a  sophisticated, 
well-established   program    employing   advanced    data    processing   techniques. 

An  outline  of  staff  and  cost  estimates  for  a  Class  A  PSRO  may  be  foimd  in 
Appendix  E. 

The  Bennett  proposal  itself  has  probably  raised  more  questions  than  it  has 
answered.  The  following  are  a  representative  sample  of  the  type  of  questions 
generated : 

1.  Is  it  feasible  to  anticipate  construction  of  comprehensible,  reliable,  gen- 
erally acceptable  norms  of  patient  care? 

2.  What  provision  is  being  made  to  insure  that  providers  from  minority 
groups  and  those  in  the  non-M.D.  -D.O.  categories  have  representation  in  this 
system  ? 

3.  Will  PSRO's  be  required  to  impose  restrictive  practice  patterns  and  if  so, 
how  willing  will  medical  societies  be  to  enforce  restrictive  practice  patterns 
upon  their  own  membership? 

4.  To  what  extent  do  malpractice  judgements,  and  fear  of  malpractice  suits 
cause  physicians  to  increase  utilization  of  services  as  a  defense  mechanism 
against  such  suits? 

5.  Will  the  current  carrier/provider  liaison  developed  from  years  of  interac- 
tion be  abandoned? 

6.  What  format  will  be  utilized  in  reporting  and  comparing  the  review  of 
results  among  PSRO's  scattered  about  the  country  to  assure  accomplishment 
of  the  objectives  of  the  legislation? 

T.  It  is  assumed  that  funding  to  PSRO's  will  enhance  peer  review  capabili- 
ties. Once  acquired,  however,  what  provisions  have  been  made  to  prevent  or 
discourage  PSRO's  from  getting  into  the  health  insurance  business  instead? 

8.  Will  the  PSRO  be  encouraged  to  get  involved  in  the  determination  of  rea- 
sonable charges  for  providers  in  its  region?  If  so,  why? 

9.  Does  the  requirement  that  PSRO  construct  profiles  of  care  duplicate  exist- 
ing information? 

10.  Might  an  equally  qualified  organization,  group,  or  agency  be  chosen  over 
a  medical  society  or  foundation  to  become  a  PSRO  or  will  the  latter  always 
be  given  first  choice? 

11.  What  kind  of  liaison  must  be  set  up  between  the  PSRO  and  carrier  to 
deal  with  the  problem  of  retroactive  denial  of  payment? 

12  Is  it  in  the  best  public  interest  for  a  PSRO  to  expand  its  function  to 
include  claims  processing  (i.e.,  doctors  paying  doctors  from  a  pool  of  public 
funds). 

Testimony 

For  comparative  purposes,  statements  presented  to  the  Senate  Finance  Com- 
mittee on   PSRO  legislation  follow.   These  include  the  NABSP  testimony  by 
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James  D.  Knebel,  executive  vice  president,  NABSP,  and  the  statement  of  the 
American  Medical  Association.  Both  of  these  are  opposed  to  the  amendment. 
The  AAFMC  testimony  in  support  of  PSRO  is  also  included.  It  was  presented 
by  William  Dowda,  M.D.,  a  board  member  of  AAFMC  and  president  of  the 
Georgia  Foundation. 

Statement  of  James  D.  Knebel,  National  Assoclation  of 
Blue  Shield  Plans 

Mr.  Chairman,  and  members  of  the  Committee,  My  name  is  James  D.  Knebel. 
I  am  executive  vice  president  of  the  National  Association  of  Blue  Shield 
Plans.  The  Association  represents  72  member  Blue  Shield  Plans  in  the  U.S. 
and  Puerto  Rico.  These  Plans  provided  health  care  protection  to  over  66 
million  subscribers  in  private  business  in  1970,  and  served  as  carriers  for  an- 
other 13.5  million  persons  covered  under  government  programs.  On  behalf  of 
their  private  subscribers,  Blue  Shield  Plans  paid  out  $2.2  billion  in  benefits 
in  1970.  Government  program  administration  accounted  for  an  additional  $1.7 
billion,  for  a  total  claims  volume  of  $3.9  billion. 

Today,  we  want  to  offer  the  Committee  some  thoughts  that  have  grown  out 
of  our  experience  both  in  the  private  financing  of  health  care,  and  in  administ- 
ering Medicare. 

We  would  like  to  comment  especially  on  Amendment  823,  which  would  create 
Professional  Standards  Review  Organizations,  and  on  catastrophic  illness 
coverage. 

You  may  recall,  Mr.  Chairman,  that  we  appeared  before  your  Committee  on 
September  23,  1970,  and  presented  testimony  on  H.R.  17550,  the  Social  Security 
Amendments  of  1970.  We  commented  then  on  Health  Maintenance  Organiza- 
tions, limits  on  prevailing  charge  levels,  payments  to  states  for  installation  and 
operation  of  claims  processing  systems,  the  Federal  Employee  Program,  and 
several  other  sections  of  that  bill.  Since  these  provisions  are  retained  in  H.R. 
1,  we  refer  you  to  our  earlier  testimony  for  our  comments  regarding  those 
sections. 

At  that  time,  we  also  testified  on  Professional  Standards  Review  Organiza- 
tions. Today,  we  would  like  to  amplify  that  testimony  by  commenting  on 
Amendment  823. 

Mr.  Chairman,  Amendment  823  would  have  physicians  form  corporations 
to  regulate  the  practice  of  medicine.  It  would  vest  in  these  corporations  the 
authority  of  the  government  in  order  to  control  the  quality  and  cost  of  services 
in  the  federal  health  programs. 

To  the  extent  that  this  represents  an  attempt  to  get  maximum  use  from  the 
health  dollar,  it  is  a  commendable  goal,  and  one  worth  pursuing. 

However,  we  believe  the  amendment  does  not  properly  allocate  responsibility 
for  claims  review  and  peer  review  in  the  utilization  review  process.  It  does 
not  place  the  logical  role  of  the  carrier  in  its  proper  perspective  in  the  claims 
review  process.  Since  the  data  to  support  the  TJSRO  process  are  generated  by 
carrier  activity,  the  carrier  system  should  be  much  more  closely  integrated 
into  the  review  of  utilization. 

Utilization  review  is  still  a  developing  discipline.  There  is  a  great  deal  still 
to  be  learned  about  making  it  effective.  Any  large-scale  commitment  to  utiliza- 
tion control  must  take  this  into  consideration. 

One  of  the  things  we  have  learned  over  the  years  is  that  utilization  review 
is  a  product  of  both  claims  review  and  peer  review. 

Peer  review  utilization  review  are  not  synonymous  terms.  They  should  not 
be  confused. 

Utilization  review  is  an  effort  to  achieve  the  optimum  balance  between  dol- 
lars spent  for  health  care  and  the  care  itself.  Its  effectiveness  depends  on  two 
elements.  The  first  is  claims  review.  This  requires  a  large  data  base  and 
sophisticated  computer  .support  to  collect  and  analyze  information  about 
practice  patterns.  It  also  requires  an  ability  to  identify  normal  practice  pat- 
terns by  specialty  and  geographic  area,  and  to  find  significant  deviations  from 
the  norm.  This  information  should  be  generated  by  the  carrier  from  the  in- 
formation it  collects  in  reviewing  claims. 

The  second  element  of  utilization  review  is  peer  review,  which  is  profes- 
sional evaluation  of  the  quality  and  appropriateness  of  the  medical  services 
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received  by  the  patient.  Only  physicians  are  qualified  to  make  this  judgment, 
and  for  this  reason,  they  must  be  involved  in  peer  review. 

Effective  utilization  review  occurs  when  qualified  physicians  examine  abnor- 
mal patterns  of  service,  render  valid  medical  opinions  in  the  light  of  the  med- 
ical community's  practices  and  customs,  and  so  advise  the  carrier. 

The  key  point  is  that  while  peer  review  always  requires  professional  judg- 
ment, it  can  be  effective  on  a  large  scale  only  when  it  is  supported  by  the 
technical  function  of  claims  review.  The  ideal  is  to  identify  from  the  mass  of 
unrefined  data  what  the  physician  can  profitably  review. 

It  appears  to  us  that  Amendment  823  "misinterprets  this  key  relationship. 
It  calls  for  substantial  duplication  of  the  carrier  fuimction  rather  than  coordi- 
naion  of  PSRO  and  carrier  activities  in  pursuit  of  a  common  goal. 

It  would  have  the  PSRO  develop  and  maintain  technical  information  that  is 
better  developed  by  the  carriers.  A  more  eflScient  way  to  handle  the  review  func- 
tion is  to  have  the  carrier  identify  and  isolate  irregular  claims  and  refer  them 
to  the  PSRO.  The  PSRO  should  review  the  information,  evaluate  the  medical 
appropriateness  of  the  claim,  and  deny  or  aflSrm  payment.  Apparent  or  sus- 
pected abuse  by  a  specific  provider  will  lead  to  prepayment  control  of  his 
claims,  or  to  suspension  of  payments  until  the  problems  are  resolved.  This 
aproach  is  used  successfully  by  many  Blue  Shield  Plans. 

The  administrative  costs  of  Medicare  would  be  increased  by  processing 
claims  through  a  PSRO.  Blue  Shield  spreads  the  cost  of  administering  Medi- 
care over  a  wide  range  of  programs  because  Plans  usually  process  Medicare 
claims  and  other  lines  of  business  on  the  same  equipment.  Thus,  the  equip- 
ment is  doing  multiple  duty,  which  distributes  the  administrative  cost  over 
many  projects.  The  administrative  cost  of  a  PSRO  would  be  changed  primarily 
to  government  programs,  resulting  in  an  increase  in  costs. 

The  amendment  also  would  have  the  PSRO  do  initial  claim  review.  Appar- 
ently this  means  that  physicians  will  screen  every  claim  that  comes  through 
the  PSRO.  We  think  this  is  a  fundamental  impossibility,  but,  if  it  is  true, 
it  is  a  waste  of  already  scarce  physician  talent.  If,  as  seems  more  likely,  the 
claims  will  be  screened  by  clerical  personnel  and  the  exceptions  passed  on  to 
the  physician  for  review,  then  this  largely  re-creates  the  claims  processing  pro- 
cdure  now  being  done  by  Blue  Shield. 

We  believe  that  much  greater  cost-effectiveness  would  result  from  directing 
additional  funding  toward  improving  carrier  systems  and  post-payment  PSRO 
review.  Funds  spent  in  this  way  would  yield  greater  improvement  of  utiliza- 
tion review  because  the  necessary  basic  expenditures — rent,  furniture,  EDP 
equipment  and  manpower — have  been  made.  To  the  extent  that  functions  are 
diverted  to  the  PSRO,  there  would  necessarily  be  some  duplication  of  these 
items. 

The  Amendment  could  also  discourage  the  acceptance  of  assignments  by 
physicians.  If  there  were  unreasonable  delays  in  processing,  physicians  might 
refuse  assignment  and  bill  the  patient  directly,  simply  to  be  paid  more 
quickly.  By  billing  the  patient,  the  physician  would  take  his  claim  outside  the 
cost  and  quality  controls  of  the  PSRO.  Any  denial  of  payment  would  affect  the 
patient  rather  than  the  provider,  thus  defeating  the  principal  goal  of  the 
PSRO. 

It  would  also  mean  that  any  funds  tied  up  awaiting  reimbursement  of 
claims  would  be  the  patient's.  This  may  well  cause  hardship. 

We  have  tried  to  show,  Mr.  Chairman,  that  Amendment  823  would  disrupt 
the  proper  relationship  of  claims  review  and  peer  review. 

The  PSRO.  at  this  point,  is  untested  on  any  broad  scale.  Apparently,  it  is 
modeled  after  certain  types  of  foundations  for  medical  care.  We  would  add 
that  a  substantial  number  of  established  foundations  have  been  assisted  by 
Blue  Shield,  both  in  the  start-up  phase  and  in  their  subsequent  operation.  But 
thev  have  never  been  tested  on  a  national  scale. 

What  if  a  substantial  number  of  the  PSROs  fail?  What  will  be  the  cost  in 
direct  expense  and  uncontrolled  utilization  to  re-create  carrier  capacity  to 
control  utilization?  How  can  we  realistically  maintain  the  cost  of  a  stand-by 
condition  pending  the  siiccess  or  failure  of  the  PSRO? 

The  Committee  must  recognize  that  the  PSRO,  as  it  is  conceived  in  this 
A.mendment.  is  a  hieh-risk  proposition.  There  is  virtually  no  risk  in  continuing 
to  improve  the  widelv  tested  and  accepted  carrier-peer  review  relationship  now 
used  in  the  better  utilization  review  processes. 
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The  Department  of  Health,  Education,  and  Welfare  is  now  experimenting 
with  a  form  of  PSRO  through  its  Experimental  Medical  Care  Review  Organi- 
zation (EMCRO)  program.  HEW  has  made  several  grants  to  medical  organi- 
zations to  establish  improved  review  processes.  The  results,  as  yet,  are  not  in. 
But  it  would  seem  appropriate  to  get  those  results  and  evaluate  them  before 
committing  all  government  programs  to  what  is  now  an  untested  concept. 

Blue  Shield  does  recognize  the  desirability  of  promoting  more  effective  utili- 
zation review  in  Medicare.  Section  222  of  H.R.  1  permits  the  Secretary  to 
experiment  with  various  methods  of  utilization  review,  presumably  including 
the  PSRO.  We  think  this  is  a  laudable  provision  and  we  endorse  it. 

The  Section  calls  for  experimentation  to  achieve  demonstrable  results.  It  also 
would  permit  experimentation  with  parallel  methods  in  controlled  circum- 
stances. We  think  this  type  of  activity  should  be  encouraged. 

There  is,  however,  one  caveat  to  be  raised.  To  the  extent  that  government 
funding  is  used  to  create  competitive  underwriting  capacity  for  medical  or- 
ganizations, the  government  will  be  creating  new  and  duplicative  Blue  Shield 
Plans.  Our  whole  origin  and  history  is  a  record  of  what  happens  to  this  ap- 
proach over  a  30-year  span.  The  introduction  of  consumer  representation  is 
inevitable  and  desirable,  although  it  occurs  at  different  rates  in  different  cir- 
cumstances. In  the  Blue  Shield  system  today,  we  can  demonstrate  almost  any 
stage  of  development  of  the  medically-approved  pre-payment  plan.  Public 
funding  to  repeat  this  experience  seems  wholly  redundant  to  us.  Public  fund- 
ing that  does  nothing  more  than  permit  a  new  organization  to  build  resources 
to  compete  with  the  existing  private  sector  is  inappropriate.  Mr.  Chairman,  we 
would  now  like  to  comment  on  the  subject  of  catastrophic  illness. 

There  is  no  question  that  catastrophic  illness  coverage  is  desirable  for  all 
of  the  people.  Everyone  should  be  eligible. 

But  there  are  two  practical  diflSculties  in  designing  a  catastrophic  illness  pro- 
gram. The  first  lies  in  the  negative  definition  of  a  catastrophic  illness.  An  illness 
becomes  financially  catastrophic  only  when  it  involves  expense  that  is  both  not 
covered  by  an  existing  health  coverage  contract,  and  unreasonable  in  relation  to 
the  patient's  other  resources. 

The  second  diflSculty  is  in  the  determination  of  what  conditions  are  to  be 
covered  by  a  catastrophic  program,  so  that  the  intent  of  the  law  may  coincide 
with  the  needs  of  the  people.  Clearly,  acute  illness  and  injury  should  be  cov- 
ered. But  what  about  long-term  chronic  care  and  treatment  of  congenital  and 
possibly  permanent  physical  and  mental  conditions?  Will  the  government  deal 
constructively  with  long-term  custodial  care,  which  is  as  much  a  social  as  a 
health  cost,  but  which  is  frequently  more  catastrophic  financially  than  the  costs 
of  treatment? 

These  are  key  points,  and  central  to  our  opposition  to  S.  1376,  the  Catastrophic 
Health  Insurance  Program  (CHIP). 

We  believe  the  people  of  the  U.S.  must  have  effective  basic  health  coverage 
bfore  it  is  possible  to  construct  an  equitable  catastrophic  illness  program. 

Presently,  the  public  can  choose  from  among  a  variety  of  health  care  con- 
tracts. Some  fall  short  of  delivering  what  we  would  consider  reasonable  basic 
coverage.  Others  offer  benefits  that,  in  practical  application,  will  usually  ex- 
ceed those  offered  under  CHIP. 

To  illustrate,  Blue  Cross  offers  hospital  contracts  providing  for  365  or  more 
days  of  hospitalization.  The  365  day  contract  is  the  most  widely  held  certificate 
in  29  Blue  Cross  Plans.  In  actual  practice,  it  very  nearly  matches  the  unlimited 
hospitalization  provisions  of  CHIP.  However,  unlike  CHIP,  it  requires  no 
payment  by  the  patient. 

Blue  Shield's  most  widely  held  national  account  coverage  provides  payment 
in  full,  in  most  instances,  for  surgery,  including  assistant  surgeons ;  anesthe- 
sia ;  laboratory  and  x-ray  services  in  or  out  of  the  hospital ;  in-hospital  medical 
care ;  maternity ;  accidents  and  medical  emergencies ;  consultations  and  physi- 
cal therapy.  These  items  are  covered  without  deductibles  or  co-payment.  Addi- 
tional benefits  are  available  which,  with  Blue  Cross,  provide  coverage  for 
essentially  the  whole  range  of  medically  necessary  services,  although  some 
of  these  are  ordinarily  covered  on  a  co-payment  and  deductible  basis,  with  dol- 
lar limits  at  the  $25,000-$50,000  level.  Approximately  half  of  all  Blue  Shield 
subscribers  carry  supperaental  benefits. 

The  point  is  that  there  is  some  very  fine  coverage  in  force  in  the  private 
sector.  This  can  be  illustrated   in  terms  of  a  federal  employee  program  sub- 
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scriber  whose  case  has  terminated  in  the  past  year.  Over  a  period  of  nearly 
seven  years,  the  subscriber  suffered  from  disease  of  the  urinary  tract,  coupled 
with  renal  failure.  Blue  Cross  and  Blue  Shield  paid  a  total  of  $109,823.23,  of 
which  $107,356.23  was  paid  from  basic  coverage,  with  no  deductible,  no  co- 
insurance, and  no  dollar  maximum.  No  payment  was  required  from  the  sub- 
scriber's pocket  for  these  services.  An  additional  $2,467  was  paid  by  supple- 
mental benefits,  after  a  reasonable  deductible  and  co-payment  has  been  in- 
curred. 

Mr.  Chairman,  there  is  really  no  doubt  that  this  illness  was  catastrophic 
physically  and  emotionally.  However,  despite  very  high  medical  costs,  the  medi- 
cal costs  themselves  were  not  catastrophic  because  of  the  quality  of  the  sub- 
scriber's basic  coverage.  We  can  provide  other  comparable  examples. 

We  are  concerned  that  implementation  of  the  program  like  CHIP  would  un- 
dermine high  quality  coverage  of  this  type  without  providing  a  comparable 
substitute. 

We  fear  an  immediate  effect  would  be  a  massive  scaling  back  by  employer/ 
employee  groups  to  programs  essentially  designed  to  fill  the  CHIP  deductible. 
This  would  result  in  a  much  lower  quality  of  coverage  to  the  individual  patient. 
Further,  it  woud  represent  a  considerable  transfer  of  funding  from  the  private 
sector  to  the  government.  This  would  be  done  with  no  real  effort  to  direct  public 
dollars  to  where  they  are  really  needed.  Even  if  erivate  sector  contributions 
were  spent  on  complimentary  coverage  for  the  CHIP  co-payment — which  alone 
could  represent  formidable  costs  to  the  individual — the  government  would  be 
substituting  public  funds  for  private  expenditure   on  an  unnnecessary  scale. 

We  also  fear  that  new  benefit  development  would  be  severely  inhibited.  As 
new  therapies  emerge,  a  practical  affect  would  be  to  load  ever-increasing  per- 
centages of  the  health  care  dollar  on  to  the  public  sector. 

The  administration  of  health  benefits  would  be  vastly  complicated  by  CHIP, 
since  it  would  be  necessary  to  record  costs  to  establish  eligibility  for  essentially 
the  whole  population.  We  would  expect  a  much  greater  percentage  of  providers 
to  begin  billing  the  patient  directly,  causing,  at  best,  economic  inconvenience 
and  at  worst,  hardship.  It  would  be  extremely  diflScult  for  the  provider  to 
know,  in  the  case  of  a  seriously  ill  patient,  at  what  point  the  liability  lay  with 
the  carrier,  the  federal  government,  or  the  patient.  The  natural  tendency  will 
be  to  look  to  the  patient  for  payment,  expecting  him  to  keep  track  of  his  own 
eligibility  for  reimbursement,  if  any. 

Implicit  in  CHIP  is  the  possibility  that  it  could  evolve  into  a  monolithic 
system  of  national  health  insurance. 

Benefits  under  the  program  could  be  broadened,  and  the  deductible  and  co- 
payment  provisions  reduced,  further  restricting  the  activity  of  the  private 
sector. 

If  this  occurs,  CHIP  could  reshape  the  nation's  pluralistic  and  basically  vol- 
untary mechanism  for  financing  health  care  into  a  single  monolithic  system. 
The  possibility  underscores  the  need  to  raise  questions  concerning  the  funding 
of  the  program,  the  availability  of  managerial  and  technical  competence  to 
administer  it,  the  centralization  of  the  decision-making  process,  and  the  long- 
term  effect  of  CHIP  on  utilization  and  costs. 

All  these  considerations  notwithstanding,  Mr.  Chairman,  catasrophic  cover- 
age is  in  itself  a  desirable  goal.  However,  we  believe  that  it  must  be  considered 
in  a  broader  context  than  CHIP. 

Hopefully,  it  will  be  possible  to  consider  all  health  care  coverage  in  the 
light  of  national  health  policy,  proceeding  toward  well-defined  objectives  in  an 
orderly  system  of  priorities,  and  with  a  realistic  consideration  of  costs  and 
benefits.  We  envision  the  need  for  realistic  minimum  standards  of  basic  cover- 
age, privately  underwritten  to  conserve  tax  revenues.  Clearly,  government  as- 
sistance will  be  needed  to  help  the  less  fortunate  achieve  this  level  of  coverage. 
We  would  also  like  to  see  realistic  requirements  imposed  upon  participating 
carriers  to  assure  that  the  administration  of  benefits  is  both  responsible  and 
effective. 

At  that  point,  consideration  of  catastrophic  coverage  will  become  more  feasi- 
ble. Even  then,  the  relationship  between  catastrophic  and  the  basic  coverage 
should  be  dynamic,  to  accommodate  a  continuing  improvement  of  the  minimum 
standards ;  to  provide  incentive  for  better  levels  of  health  protection ;  and 
to  provide  flexibility  for  new  developments  in  health  care. 
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A  national  health  policy  proceeding  toward  these  goals  would  take  a  truly 
broad  view  of  health  care  financing.  We  endorse  such  an  approach,  and  hope 
that  the  Committee  will  see  fit  to  pursue  it. 

Mr.  Chairman,  we  appreciate  this  opportunity  to  appear  before  you  and  ex- 
press our  views. 

Statement  of  the  American  Medical  Association — AMA  Policy  on  PSRO 

AMA  Policy  on  PSRO 

amendment  no.   823 — PBOFESSIONAL  STANDARDS  REVIEW  ORGANIZATION 

This  Committee  has  before  it  Amendment  No.  823,  entitled  "Professional 
Standards  Review  Organization"  (PSRO).  This  Amendment  would  establish  a 
broad  program  for  review  of  all  health  care  services  provided  under  Social 
Security  programs,  includes  Titles  5,  18,  and  19. 

When  we  testified  in  1970,  we  stated  that  there  were  many  differing  views 
concerning  various  proposals  for  peer  review  and  that  accordingly  it  would 
not  be  wise  to  cast  peer  review  into  one  statutory  program.  We  are  convinced 
that  the  caution  expressed  was  valid,  and  that  it  should  be  reiterated  at  this 
time. 

PSRO  would  affect  not  only  Social  Security  programs,  but  once  adopted, 
would  affect  all  health  care  services  in  this  country.  It  is  generally  recognized 
that  the  PSRO  program  carrier  a  potential  for  vast  changes  in  the  provision  of 
health  care,  and  it  is  therefore  important  that  we  be  sure  that  embarking 
on  this  course  is  in  the  best  interests  of  patient  care.  The  mechanism  of  PSRO 
has  the  capability — whether  the  reason  be  economic  or  otherwise — for  molding 
health  care  services  and  structuring  health  care  treatment  for  the  nation.  We 
need  mention  only  the  provision  requiring  the  establishment  of  regional  norms 
of  care  prepared  by  a  national  council,  and  to  be  applied  by  local  PSRO's,  to 
illustrate  this  point. 

It  is  also  recognized  that  the  creation  and  operation  of  PSRO's  throughout 
the  country,  with  their  development,  maintenance  and  review  of  profiles  and 
records  of  all  program  beneficiaries  and  providers,  will  be  a  massive  and  ex- 
tremely costly  undertaking,  and  will  result  in  duplication  of  many  existing  peer 
review  sources. 

Expansion  of  peer  review  activity  has  been  taking  place  throughout  the 
country,  independent  of  any  special  peer  review  legislation.  Many  ongoing  peer 
review  and  utilization  programs  of  medical  societies,  foundations,  carriers,  and 
health  care  institutions  are  now  operating,  and  we  can  expect  new  innovative 
programs  to  be  established.  Concurrently,  HEW  is  experimenting  with  addi 
tional  programs  for  peer  review  (EMCRO). 

If  enacted,  PSRO  would  lock  peer  review  into  one  single,  untested,  nationwide 
program,  with  unpredictable  consequences.  On  the  other  hand,  many  valuable 
benefits  can  be  gained  through  appropriate  experimentation.  H.R.  1,  in  Section 
222,  provides  authority  to  the  Secretary  of  HEW  to  conduct  such  experiments 
in  community  vdde  peer  review  programs,  and  we  believe  it  would  be  wise 
to  implement  this  authority  before  any  single  overriding  plan  is  adopted. 

We  strongly  recommend  that  the  PSRO  Amendment  not  be  adopted,  and  that 
under  Section  222  the  Secretary  conduct  experiments  with  various  forms  of 
peer  review,  including  programs  with  PSRO  features. 

Testimony  of  F.  William  Dowda,  M.D., 
American  Association  of  Foundations  for  Medical  Care 

Mr.  Chairman  and  members  of  the  Senate  Finance  Committee,  I  am  F.  Wil- 
liam Dowda,  M.D.,  a  practicing  physician  in  Atlanta,  Georgia,  a  diplomate  of 
the  American  Board  of  Internal  Medicine,  and  a  member  of  the  recently  estab- 
lished National  Institute  of  Medicine. 

I  appear  before  you  on  behalf  of  the  American  Association  of  Foundations  for 
Medical  Care,  of  which  I  am  Secretary  and  a  members  of  the  Board  of  Di- 
rectors. Currently  I  serve  as  President  of  the  Georgia  Medical  Care  Foundation 
and  President-elect  of  the  Medical  Association  of  Georgia.  With  me  is  James 
Bryan,  a  consultant  in  medical  care  administration  who  is  the  Washington 
Representative  of  the  American  Association  of  Foundations  for  Medical  Care. 
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Our  Association  firmly  supports  and  endorses  Senator  Bennett's  amendment 
to  H.R.  1  to  establish  Proiessional  Service  Review  Organization  (PSRO) 
tliroughout  tlie  United  States,  as  submitted  to  tlie  Senate  on  January  25,  1972. 

We  are  gratified  to  find  in  your  Committee  Press  Release  No.  66  of  September 
30,  1970  (and  recenly  reiterated  by  Senator  Bennett)  tlie  statement  tliat  if  liis 
amendments  becomes  law,  "organizations  representing  substantial  numbers  of 
physicians  in  an  area,  such  as  medical  foundations  and  medical  societies,  would 
be  invited  and  encouraged  to  submit  plans  meeting  the  requirements  of  the 
programs."  We  assure  you  that  members  of  our  national  association  will  take 
whatever  practicable  steps  may  be  required  by  this  legislation  to  qualify  for 
recognition  and  to  serve  as  PSRO's  in  their  respective  areas  of  operation. 

We  emphatically  commend  the  continued  effort  of  Senator  Bennett — which  we 
hope  will  again  be  endorsed  by  members  of  this  distinguished  committee,  and 
by  the  Senate  as  a  whole — to  encourage  the  establishment  of  effective  review 
mechanisms  whereby — to  use  Senator  Bennett's  words — "Practicing  physicians 
can,  in  organized  and  publicly  accountable  fashion,  determine,  on  a  compre- 
hensive and  ongoing  basis,  if  services  are  medically  necessary  and  if  they  meet 
quality  standards." 

In  presenting  his  amendment  to  the  Senate  on  January  25  last.  Senator  Ben- 
nett generously  cited  the  efforts  of  foundations  in  New  Mexico,  Colorado,  and 
my  own  state  of  Georgia,  to  effectuate  the  PSRO  concept,  and  he  stated 
a  basic  principle  that  "only  physicians  are  capable  of  deciding  whether  a  serv- 
ice is  medically  necessary  or  meets  proper  quality  standards.  Therefore,  peer 
review  must  mean  just  that — only  physicians  should  review  physicians."  A 
pervasive,  sophisticated  peer  review  program  is  the  very  heart  of  the  founda- 
tion function. 

At  the  same  time,  we  concur  with  Senator  Bennett's  further  statement  that 
if  his  amendment  becomes  law,  "the  government,  the  public  and  the  professions 
can  and  should  audit  the  review  process  itself  to  determine  what  review  activ- 
ities are  occurring.  Additionally,"  as  Senator  Bennett  points  out,  "we  (the  pub- 
lic) can  and  should  review  aggregate  statistics  from  each  review  organization 
in  order  to  determine  the  overall  effectiveness  of  the  review  process."  Founda- 
tions for  Medical  Care  are  firmly  committed  to  the  necessity  of  strong  public 
participation  in  determining  the  scope,  cost  and  availability  of  service  and  in 
helping  to  shape  the  future  of  our  medical  care  delivery  systems. 

It  might  be  helpful,  at  this  point,  to  summarize  recent  Foundation  experience 
in  three  areas,  New  Mexico,  Georgia  and  San  Joaquin  County,  California.  If 
the  Committee  wishes,  we  shall  be  glad  to  submit  supporting  data  relating  to 
these  and  other  Foundation  activities. 

Dr.  George  Boyden,  president  of  the  New  Mexico  Foundation,  informs  us  that 
preliminary  estimates  indicate  that  the  New  Mexico  Medicaid  program  is  be- 
coming cost-effective  and  will  probably  stay  within  its  budget  this  year  for  the 
first  time  since  the  inception  of  the  Medicaid  Program  in  New  Mexico. 

Dr.  Boyden  reports  that  the  most  impressive  factor  in  this  brief  five-month 
period  has  been  the  extremely  effective  work  of  hospital  utilization  review  com- 
mittees in  the  New  Mexico  Foundation's  Hospital  Admission  Pre-certification 
Program.  Both  through  this  hospital  utilization  review  activity  and  through 
claims  review,  Dr.  Boyden  reports  that  education  of  the  reviewing  physicians 
themselves  has  been  an  unanticipated  side  benefit. 

In  California,  a  UCLA  Study  of  a  pilot  prepayment  program  for  Medicaid 
conducted  by  the  San  Joaquin  Foundation  for  Medical  Care,  utilizing  Peer  Re- 
view, re-afl5rms  the  results  of  Dr.  Boyden's  study.  It  is  clearly  demonstrated 
that  more  patients  were  seen  at  a  lower  total  cost  than  in  the  nearby  control 
county  of  Ventura.  For  the  same  dollar  benefit,  the  San  Joaquin  Medicaid  pa- 
tients also  received  more  preventive  services — such  as  immunizations,  consulta- 
tions and  out-patient  diagnostic  and  therapeutic  services,  than  in  the  control 
county. 

Our  Foundation  Medicaid  activities  in  Georgia  parallel  and  confirm  the  find- 
ings reported  in  New  Mexico  and  California.  Our  impact  has  also  been  regis- 
tered in  the  field  of  nursing  home  services,  where  expenditures  are  down  15 
percent  from  this  time  last  year. 

The  basic  objectives  of  the  foundation  for  medical  care  are  preciselv  the  same 
as  those  of  PSRO  : 

(1)  to  monitor  the  quality  of  care  provided  by  community  physicians,  on  a 
continuing  basis ; 
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(2)  to  ascertain  that  each  medical  service  is  rendered  in  the  most  appropriate 
and  least  expensive  setting ; 

(3)  to  help  assure  that  the  scope  of  care  rendered  each  patient  is  suflScient 
to  his  need,  but  not  excessive. 

Beyond  these  objectives  of  PSRO,  foundations  concern  themselves  with  a 
determination  that  the  price  of  medical  service — by  whomever  rendered — is 
reasonable. 

But  the  essence  of  the  foundation's  contribution  to  modern  medicine  is  its 
revolutionary  effect  on  the  educational  processes  of  medicine.  The  physician's 
relationship  to  the  foundation  permits  him  to  take  full  advantage  of  the  health 
care  delivery  opportunities  which  his  communiy  and  scientific  advance  offer 
him,  without  fear  of  recriminatory  liability. 

The  PSRO  has  already  been  convincingly  demonstrated  by  foundations  for 
medical  care.  Here,  in  self-contained  communities  of  manageable  size,  the 
medical  profession  has  accepted,  and  has  learned  how  to  discharge,  a  collective 
responsibility  for  providing  comprehensive  medical  services  at  predictable  costs 
to  the  individual  or  the  group  contracting  for  service. 

Participating  physicians  have  vested  their  representatives  in  the  foundation 
structure  with  the  power  to  contract  for  provision  of  their  services  and  to  mon- 
itor and  evaluate  these  services  when  rendered.  Physicians  themselves,  on  the 
broadest  scale,  are  encouraged  to  participate  in  the  evaluation  processes. 
Through  the  foundation  mechanism,  solo  physicians  thus  achieve  for  them- 
selves and  their  patients  the  factors  of  quality  control  and  efficiency  that  are 
usually  atrributed  to  group  medical  practice.  In  effect,  the  foundation  for 
medical  care  functions  as  a  "clinic  without  walls." 

The  experience  of  our  more  mature  foundations  has  already  demonstrated 
that  they  are  able  to  carry  out  the  functions  described  in  this  amendment  with 
respect  both  to  post  facto  review  of  services  rendered,  and  to  the  prospective 
evaluation  of  elective  or  non-emergent  medical  services. 

We  are  prepared  to  support  the  maintenance  of  high  standards  for  qualifica- 
tion of  foundations  for  designation  as  PSRO  units,  recognizing  that  creditable 
performance  by  each  foundation  will  enhance  the  standing  of  all  of  them,  and 
conversely,  that  inadequate  performance  by  any  tends  to  discredit  all. 

We  also  strongly  approve  the  provision  in  Section  1169  of  technical  assistance 
for  organizations  having  a  "potential  for  meeting  the  requirements  of  a 
PSRO ;"  and  the  provision,  in  Section  1170,  of  aid  for  PSRO's  wishing  to  test 
or  demonstrate  their  ability  to  "assume  responsibility  and  risk  with  respect 
to  the  review  and  payment  of  claims  for  health  care  services." 

The  foundation  for  medical  care  movement  originated  in  California  18  years 
ago,  and  in  recent  years  has  spread  to  more  than  30  other  states.  Each  month 
brings  news  of  additional  areas  in  which  foundations  have  been  initiated. 

These  foundations  grow  out  of  a  recognition  by  the  medical  profession  that  it 
is  vitally  challenged  to  put  its  own  house  in  order,  and  to  demonstrate  its  ability 
to  monitor,  to  evaluate  and  to  assure  the  highest  possible  quality  of  profession- 
al performance  by  each  individual  physician. 

The  development  of  foundations  for  medical  care  and  their  hoped  for  recogni- 
tion and  encouragement  by  the  federal  government  through  the  Bennett  amend- 
ment will  bring  the  medical  profession  and  government  together  in  a  practical 
working  relationship  that  is  essential  to  the  success  of  any  future  program  for 
health  insurance,  whatever  its  nature  and  scope  may  be.  This  legislation  will 
help  to  break  down  the  continuing  lack  of  mutual  tru.st  and  cooperation  which 
has  kept  so  many  federal  medical  care  programs  from  operating  with  real 
efficiency  and  satisfaction  to  the  patient,  the  doctor  and  the  government.  It  will 
help  progressive  medical  leaders  to  mobilize  the  great  potentials  that  lie  within 
the  medical  profession  for  responsible  and  effective  community  service.  ? 

On  behalf  of  the  American  Association  of  Foundations  for  Medical  Care,  I 
wish  to  thank  you,  Mr.  Chairman,  and  the  members  of  your  Committee  for  the 
opportunity  to  present  this  testimony. 

PAKT  V. — EXPERIMENTAL  MEDICAL  CAEE  REVIEW  ORGANIZATIONS 

As  mentioned  earlier,  the  PSRO  amendment  states  that  the  Secretary  of 
HEW  shall  authorize  demonstration  projects  throughout  the  country.  The  pur- 
pose of  these  demonstration  projects  is  the  comparison  of  results  between  areas 
served  by  PSROs  and  those  not  so  served. 
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In  anticipation  of  this  amendment,  the  National  Center  for  Health  Services 
Research  and  Development  (NCHSRD)  of  HEW  has  already  approved  grants 
to  10  state  and/or  county  medical  societies  for  development  of  EMCROs. 

The  name,  address,  phone  number,  and  principal  researcher  of  the  EMCRO 
grantees  are  as  follows  : 

The  Medical  Care  Foundation  of  Sacramento,  5380  Elvas  Avenue,  Sacramen- 
to, California  95819,  415  452-3481.  James  J.  Schubert,  M.D. 

Hawaii  Medical  Association,  510  South  Beretani  Street,  Honolulu,  Hawaii 
96813,  808  533-7411,  Ext :  67,  Alexander  S.  Anderson,  M.D. 

Mississippi  State  Medical  Association,  735  Riverside  Drive,  Jackson,  Missis- 
sippi 39216,  601  354-5433  Ext :  44,  Millard  S.  Costilow,  M.D. 

Multnomah  Foundation  for  Medical  Care,  2188  S.  W.  Park  Place,  Portland, 
Oregon  97205,  503  222-9977,  J.  David  Lortie. 

Pennsylvania  Medical  Society,  20  Erford  Rd.,  Lemoyne,  Pennsylvania  17043, 
412  362-3037,  Matthew  Marshall,  Jr.,  M.D. 

Albemarle  County  Medical  Society,  920  East  High  Street,  Charlottesville, 
Virginia  22901,  703  924-5121,  James  Respess,  M.D. 

Medical  Association  of  Georgia,  938  Peachtree  Street,  N.E.,  Atlanta,  Georgia 
30309,  404  876-7535,  Adam  R.  Jablonowski. 

Utah  Professional  Review  Council,  2000  South  9th  East,  Salt  Lake  City, 
Utah  84105,  801  486-6941,  Alan  R.  Nelson,  M.D. 

San  Joaquin  Foundation  for  Medical  Care,  1004  North  Lincoln  Street,  Stock- 
ton, California  95201,  Robert  B.  Talley,  M.D. 

New  Mexico  Foundation  for  Medical  Care,  1009  Bradbury  Drive,  SE,  Albu- 
querque, New  Mexico  87106,  George  M.  Boyden. 

The  remainder  of  this  section  includes  a  map  depicting  EMCRO  develop- 
ment nationwide  along  with  project  summaries  of  the  EMCRO  grants  for  six 
of  the  above  mentioned  experimental  medical  care  review  organizations.  The 
project  summaries  lack  a  common  format  and  were  extracted  from  HEW 
printouts. 
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EMCRO  FUNDING 


Grant  award  in  each  fiscal  year 


Emcro  Grant  No.  1971  1972  1973  1974 

Sacramento R18  HS  00793  5133,222          $150,000 

Hawaii R18  HS  00795  180,438            240,146 

New  Mexico 200,000  $200,000  $200,000 

Mississippi R18  HS  00798  108,183             113,707             150,000 

Utah R18  HS  00820  63,000            300,000            210,999 

Multnomah R18  HS  00803  43,300            200,000            200,000 

Pennsylvania R18  HS  00805  65,000 - 

Albemarle R18  HS  00808  93,848            108,401            104,087 

Georgia R18  HS  00812  50,000            250,000            250,000 

San  Joaquin R18  HS  00744  130,000            130,000 

110-71-00091  1144.000 

>  For  18  months  (contract). 

Project  summary — Sacramento  EMCRO 

A.  Sponsoring  agency  :  Medical  Care  Foundation  of  Sacramento. 

B.  Key  personnel:  (a)  James  Schubert,  M.D.,  principal  investigator,  presi- 
dent— Board  of  Trustees  of  Foundation,  (b)  J.  Bleeker  Cooke,  association 
staff  director,  (c)  Reginald  Clayton,  primary  staff  director  for  EMCRO. 

C.  Past  Experience :  The  Medical  Care  Foundation  has  been  active  in  medical 
care  review  since  1965.  This  was  initiated  in  the  form  of  a  commercial  claims 
review  unit  which  was  expanded  to  include  claims  review  for  Medi-Cal  patients 
in  the  Sacramento  area.  This  whole  claims  review  system  is  currently  a  manual 
one  with  medical  society  generated  guidelines  against  which  claims  are  reviewed 
by  technicians  with  deviations  being  reviewed  by  M.D.s.  Claims  payment  is 
handled  by  the  Foundation  for  patients  under  Medi-Cal  and  some  of  the  com- 
mercial plans. 

In  1969  the  Certified  Hospital  Admissions  Program  (CHAP)  was  initiated 
under  an  insurance  plan  with  a  local  printers  group.  Since  then  it  has  been 
expanded  to  include  Medi-Cal  patients  hospitalized  in  the  Sacramento  area. 
Statistics  from  this  program  of  pre-hospitalization  admission  certification  and 
length  of  stay  certification  show  a  definite  trend  toward  decrease  in  both  hos- 
pitalization and  average  length  of  stay. 

Currently  established  procedures,  guidelines  and  job  descriptions  for  the 
commercial  claims,  Medi-Cal  and  CHAP  programs  are  now  being  put  into 
manual  form  by  Foundation  staff. 

D.  Initial  EMCRO  Activities :  The  initial  EMCRO  activities  have  focused  on 
two  projects : 

(a)  A  consumer  and  provider  survey  which  is  being  funded  jointly  by  the 
EMCRO  and  an  HMO  grant  (federally  funded)  which  is  also  under  the  Medical 
Care  Foundation.  One  of  the  purposes  of  the  EMCRO  grant  is  to  identify — 
(a)  consumer  medical  needs;  (b)  underserved  population  areas  and  (c)  unmet 
consumer  education  needs.  In  addition,  the  EMCRO  wished  to  gain  informa- 
tion concerning  physician  interest  and  potential  involvement  in  systems  of 
medical  review. 

(b)  As  mentioned  above,  the  EMCRO  has  compiled  and  documented  the  or- 
ganization, criteria,  procedures,  and  job  descriptions  for  the  CHAP  and  the 
commercial  and  Medi-Cal  claims  review  programs. 

E.  Immediate  Plans :  In  order  to  expand  the  current  review  program  to 
include  a  more  detailed  focus  on  the  quality  of  care,  the  EMCRO  will  expand 
the  data  collected  by  the  CHAP  nurse  coordinators  to  include  information  on 
the  process  of  hospital  care.  EMCRO  criteria  committees  have  formulated 
process  criteria  on  25  diagnoses  against  which  the  data  collected  by  the  nurse 
coordinators  will  be  reviewed  with  deviant  behavior  and  education  programs, 
as  yet  not  defined,  instituted  to  correct  deficiencies.  Criteria  for  other  diagnoses 
will  continue  to  be  formulated. 

F.  Future  plans  under  EMCRO  : 

(a)  Ambulatory  Care  review:  The  EMCRO  is  currently  in  the  planning 
stages  for  a  system  by  which  data  from  physicians'  ofllces  can  be  collected  and 
reviewed.  Data  from  the  provider  survey  will  be  helpful  in  this  planning  in  that 
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it  will  identify  the  distribution  of  physicians  and  their  willingness  to  become 
involved  in  a  medical  care  review  program. 

(b)  EDP:  The  ultimate  goal  of  the  EMCRO  is  to  automate  the  data  han- 
dling. Although  there  has  been  initial  planning  and  limited  contact  with  local 
data  processing  firms,  definitive  plans  for  EDP  will  await  formalization  of  the 
ambulatory  care  review  portion  of  the  system. 

Important  Features : 

1.  Consumer  and  provider  survey  ; 

2.  Past  experience  with  claims  handling  and  CHAP  and  a  desire  to  expand 
data  collected  in  these  programs  to  enable  a  focus  on  quality  review ; 

3.  Close  working  relationship  with  the  California  Medical  Association;  CMA 
is  interested  in  eventually  establishing  a  state-wide  peer  review  system.  Thus, 
it  has  established  close  liaison  with  the  Sacramento  EMCRO  in  order  to  gain 
information  and  provide  coordination  of  planning  efforts. 

4.  The  EMCRO  personnel  have  an  awareness  of  local  and  national  initiatives 
and  problems  in  medical  review. 

Project  Summary — Hawaii  EMCRO 

Principal  Investigator :  Alexander  S.  Anderson,  M.D. 
Dates :  September  1,  1971  through  August  31,  1973. 

1.  Methodology :  The  EMCRO  is  based  on  the  methodology  developed  by  Dr. 
Beverly  Payne  in  Hawaii  to  study  the  process  of  medical  care  and  outcome  of 
episodes  of  illness  both  in  the  hospital  and  in  oflace  practice.  Criteria  of  opti- 
mal care  were  developed  by  the  Hawaii  Medical  Association  and  are  given 
weights  of  0-3  each.  The  "physician  performance  index"  (PFI)  is  the  percent- 
age of  the  weighted  score  performed  by  each  physician  for  that  illness  episode. 

The  results  of  these  reviews  are  fed  into  educational  seminars  for  physicians 
to  achieve  problem-oriented  continuing  education.  Physicians  are  not  identified 
individually  in  the  final  data,  but  only  by  specialty. 

2.  Review  Structure:  The  EMCRO  is  now  developing  the  organization  to 
translate  Dr.  Payne's  methodology  to  on-going  review.  The  methodology  of  the 
feedback  seminars  is  well  established  and  evaluation  is  on-going. 

A  site  visit  in  January  or  February,  1972  will  assess  progress  toward  on- 
going hospital  review  and  ambulatory  care  review.  The  latter  will  be  based  on 
a  uniform  ambulatory  care  record  abstract. 

3.  Relationship  to  data  systems :  The  uniform  ambulatory  care  record  ab- 
stract is  one  component  for  an  on-going  data  system.  However,  at  this  time  the 
ambulatory  care  record  is  not  connected  with  the  insurance  claim  form  in  any 
way.  In-hospital  abstracting  is  based  on  trained  paramedical  abstractors ;  Dr. 
Payne  has  evaluated  thoroughly  the  methodology  of  using  abstractors.  The 
costs  and  practicality  of  using  abstractors  as  the  basis  for  on-going  in-hospital 
review  compared  to  the  more  limited  uniform  hospital  abstract  will  be  one  of 
the  end  results  from  the  Hawaii  EMCRO. 

Project  Summary — Albermarle  County ,  Va.  EMCRO 

Principal  Investigator :  James  Respess,  M.D. 

1.  Review  Structure :  The  routine  committee  and  experimental  review  com- 
mittee are  both  fully  functioning.  An  experimental  review  committee  has  devel- 
oped expert  criteria  for  care  of  essential  hypertension,  the  report  has  been 
approved  by  the  routine  committee,  and  the  hypertension  report  was  submitted 
to  the  County  Medical  Society  for  approval  on  December  2,  1971.  The  report 
was  favorably  received  and  will  be  voted  on  at  the  next  session. 

Expert  committees  are  meeting  on  peptic  ulcer  and   fractures  of  the  hip. 

These  areas  for  expert  review  are  selected  because  of  wide  prevalence  and 
possibilities  for  improving  outcome  by  primary  prevention  (screening)  ;  sec- 
ondary prevention  (case  finding),  and  improved  oflBce  practice  and  hospital 
management  and  tertiary  prevention  (rehabilitation). 

2.  Immediate  Impact  on  cost  containment :  Albemarle  will  review  the  in-hos- 
pital diagnosis  of  "neurosis"  which  accounted  for  7  percent  of  bed-days  in  1970. 
A  1/20  sample  of  charts  (about  800)  will  be  abstracted  for  standard  informa- 
tion about  this  episode  of  illness.  The  statistical  profile  of  neurosis  as  an  ad- 
mission diagnosis  will  be  presented  to  Blue  Cross-Blue  Shield.  A  proposal  for 
pre-admission  hospital  certification  for  this  diagnosis  is  a  possible  result  and 
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would  produce  large  utilization  savngs.  Blue  Cross-Blue  Sheld  is  the  major 
insurer  in  the  State. 

The  State  Medicaid  administration  is  cooperating  with  Albemarle  also. 

3.  Relationship  with  data  systems  development :  The  Charlottesville  area  is  a 
natural  catchment  area  for  several  surrounding  rural  counties.  There  is  a 
contract  for  a  community  health  system  research  and  development  xmder  Dr. 
William  Thurman  including  consolidation  of  the  service  projects  in  the  7 
county  area,  collection  of  comparable  data  from  all  the  service  programs,  and 
development  and  comparison  of  different  models  for  rural  health  care.  A 
household  survey  of  health  needs  and  utilization  will  identify  ill  people  not 
receiving  medical  care. 

The  uniform  hospital  discharge  abstract  will  be  used  in  the  University  hos- 
pital (there  are  2  others  also) . 

Project  Summary — Georgia  EMCRO 

Principal  Investigator :  Adam  Jablonowski 
Dates  :  September  1,  1971-August  31,  1972 

1.  Review  Methodology  and  Scope. 

(a)  In-hopsital — Concurrent  and  retrospective  review  on  an  experimental 
basis  is  provided  for  Union  General  Hospital  in  Blairsville,  Georgia. 

(b)  Medicaid — Project  Medicaid  Review  by  Georgia  Medicaid  Foundation 
operates  under  contract  with  the  State  Health  Department  to  review  Medicaid 
claims  emphasizing  cost  containment. 

(c)  Nursing  homes — The  Georgia  Nursing  Home  Association  has  requested 
EMCRO  cooperation  in  designing  a  system  of  Centralized  Utilization  Review 
for  all  member  nursing  homes.  A  GMCF  committee  is  developing  admission  cri- 
teria. An  on-site  visit  program  was  initiated  in  November,  1971 ;  forms  and  pro- 
cedures for  further  visits  were  developed  by  EMCRO. 

(d)  Criteria — Criteria  are  being  developed  for  3  procedures  (hysterectomy, 
cholecystectomy,  and  tonsillectomy)  and  one  diagnosis  (pneumonia)  by  special- 
ty panels  for  both  in-patient  and  out-patient  care. 

2.  Data  processing. 

(a)  EDP  representatives  have  been  interviewed  about  use  of  their  systems 
for  data  processing. 

(b)  Format  for  patient  profile  printout,  initial  mass  storage,  input  station, 
retrieval  station,  and  software  requirements  are  being  established. 

Project  Summary — Pennsylvania  EMCRO 

Principal  Investigator :  Matthew  Marshall,  Jr.,  M.D. 

Hospital  Utilization  Review 

Building  on  12  years  experience  with  the  Hospital  Utilization  Project  around 
Pittsburgh,  the  EMCRO  planning  grant  concentrated  on  up-grading  the  quality 
of  review  by  introducing  electronic  data  processing  and  spreading  the  review 
process  to  the  rest  of  Pennsylvania. 

In  Western  Pennsylvania,  105  hospitals  with  65-70  percent  of  hospital  dis- 
charges use  the  HUP  discharge  abstract.  There  are  two  review  meetings  per 
week  in  the  area  and  about  200  cases  are  reviewed  per  meeting.  Hospital  re- 
view decisions  are  then  reviewed  by  the  Medical  Advisory  Committee,  which 
gives  a  more  "external"  review  of  the  hospital's  work.  The  MAC  reviews  4 
hospitals  together  which  have  been  reviewed  before ;  at  most  one  additional 
hospital  is  included  which  has  not  been  reviewed  before  by  the  MAC.  This  two- 
tier  review  of  the  HUP  followed  by  the  regional  MAC  provides  effective  exter- 
nal peer  pressure.  HUP  hospitals  have  an  average  length  of  stay  0.6  days  less 
than  the  unaudited  PAS  hospitals;  HUP  hospitals  also  have  had  a  lower  rate 
of  increase  of  utilization  than  other  hospitals,  as  shown  by  a  study  done  for 
U.  S.  Steel  Corporation  employee  insurance  plan. 

Medical  Audit  (quality)  review 
The  planning  grant  is  moving  from  utilization  review  to  medical  (quality) 
audit  also.  Optimal  criteria  are  being  made  up  by  the  Pennsylvania  Medical 
Society  for  the  75  most  frequent  diagnoses  admitted  to  hospitals.  These  criteria 
will  be  completed  by  mid-February,  1972.  Blue  Cross  will  produce  claims  for 
these  diagnoses  for  review ;  hospital  staffs  can  add  to  but  not  dilute  the  PMS 
criteria  for  their  own  use. 
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40-60  percent  of  hospital  admissions  are  elective;  these  will  be  prospectively 
reviewed  once  criteria  are  completed.  Admissions  will  be  certified  similarly  to 
the  CHAP  program  in  Sacramento.  Emergency  admissions  and  exception  cases 
will  be  retrospectively  reviewed. 

Continuing  Education 
Areas  of  weakness  in  physician (s)  performance  will  be  tied  in  with  the 
medical  education  program  of  RMP.  Exception  reports  on  individual  physician 
with  poor  performance  in  a  diagnosis  are  referred  to  the  Foundation  and  to 
the  hospital ;  the  physician  and  hospital  performance  will  then  be  watched  for 
improved  performance.  If  performance  does  not  improve,  the  Foundation  will 
contact  the  hospital's  chief-of-staff  as  well  as  the  individual  physician. 

Ambulatory  Care 

(a)  Most  frequent  diagnoses  will  be  tabulated  and  a  check  done  on  how  doc- 
tors quote  them  on  claims  forms. 

(b)  Criteria  will  be  those  of  San  Joaquin  modified  with  those  by  Dr.  Payne. 

(c)  Blue  Shield  is  modifying  its  claim  form  to  include  quality  information 
(procedures  and  drugs).  Whether  doctors  complete  the  entire  form  will  be 
monitored. 

Project  summary — Mississippi  EMCRO 

I.  Sponsoring  Group 
Mississippi  State  Medical  Association 

II.  Key  Personnel 

(a)  Millard  S.  Costilow,  M.D. — Principal  Investigator,  Practicing  GP,  Chair- 
man— State  Peer  Review,  Committee  of  MSMA. 

(b)  Hilton  C.  Bowers — Director  of  MSMA  Division  of  Medical  care  Plans, 
computer  engineering  background. 

(c)  Rowland  B.  Kennedy — Executive  Secretary  MSMA. 

III.  Background  in  Medical  Review 
The  MSMA  has  functioned  since  1956  as  the  claims  review  and  payment  or- 
ganization for  Mississippi  CHAMPUS.  In  April  of  1970,  MSMA  established  the 
Committee  on  Peer  Review.  When  the  EMCRO  program  was  announced,  it  was 
this  committee's  preliminary  study  which  was  used  to  formulate  the  EMCRO 
proposal.  The  EMCRO  principal  investigator  is  the  chairman  of  this  committee. 

IV.  Organization  and  flow  of  review  system 

(a)  Priorities:  Initial  review  will  take  place  on  all  discharged  patients  for 
specified  diagnoses  in  eight  volunteering  hospitals.  First  sampling  of  cases  for 
revew  from  physicians'  offices  will  likely  begin  in  the  spring  of  1972. 

(b)  Current  review  organization  and  flow:  Sixteen  of  the  eighteen  Mississippi 
subspecialty  societies  have  developed  criteria  on  a  total  of  60  diagnoses  for 
inhospital  care.  These  criteria  include  (a)  circumstances  indicating  that  ad- 
mission is  needed,  (b)  servces  that  are  usually  provided,  (c)  services  that  are 
not  necessarily  provided  but  are  consistent  with  the  diagnosis,  (d)  length  of 
stay  without  complications,  and  (e)  conditions  that  frequently  extend  the 
length  of  stay.  These  criteria  were  reviewed  by  a  panel  of  GP's  before  they 
were  made  final. 

The  medical  record  librarians  for  each  hospital  will  abstract  the  pertinent 
information  on  patients  discharged  with  any  of  the  diagnoses  for  which 
criteria  have  been  developed.  This  information  is  then  transferred  to  a  stand- 
ard format  for  computer  entry  by  EMCRO  Staff.  The  computer  then  provides 
output  which  denotes  the  degree  of  congruence  of  the  pattern  of  care  provided 
relative  to  the  prescribed  criteria.  Cases  in  which  there  was  variation  from  the 
criteria  will  be  reviewed  for  errors  initial  data  transfer.  If  there  are  no  such 
errors  the  case  is  then  reviewed  by  either  the  reviewing  physician  (for  small 
hospitals)  or  the  UR  Committee  (for  larger  hospitals). 

At  present,  the  data  will  be  accumulated  and  analyzed  only  on  a  hospital- 
wide  basis.  No  attempt  will  be  made  to  look  at  the  performance  of  individual 
physicians.  Cumulative  hospital  performance  results  will  be  sent  at  least 
monthly  to  the  volunteering  hospitals  along  with  similar  data  for  all  the 
hospitals  in  study  to  provide  a  comparison.  In  addition,  the  aggregate  data 
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from  the  volunteer  hospitals  will  be  sent  to  the  State  Hospital  Association 
to  be  distributed  to  all  hospitals  in  the  state.  This  is  done  both  to  inform 
these  hospitals  of  current  patterns  of  care  and  to  advertise  the  EMCRO 
program.  Additionally,  the  data  will  constantly  be  reviewed  to  isolate  criteria 
which  seem  to  deviate  from  current  practice  patterns  with  an  aim  to  restudy 
the  relevance  of  these  criteria. 

(c)  Future  Directions:  In  addition  to  the  plan  to  begin  review  in  the 
ambulatory  setting  in  the  spring  (possibly  1st  in  the  Outpatient  Department 
of  the  University  of  Mississippi  Hospital),  the  EMCRO  is  developing  plans 
for:  (a)  programs  of  continued  education  whose  direction  will  be  provided 
by  the  results  of  the  EMCRO  review,  (b)  mechanisms  by  which  the  deficien- 
cies of  individual  physicians  can  be  judiciously  isolated  and  specific  pro- 
grams of  action  taken,  (c)  mechanisms  by  which  to  evaluate  the  impact  of 
the  EMCRO  review  on  such  elements  as  access  to  care  and  practice  patterns 
and  (d)  establishing  formal  systems  of  appeals  concerning  the  judgements 
made  by  the  EMCRO. 

PABT   VI. — HMO   FUNDING   AND   FOUNDATIONS 

The  Health  Maintenance  Organization  (HMO)  is  a  concept  that  proposes 
the  delivery  of  more  comprehensive  health  care  to  millions  of  Americans. 
Although  an  in-depth  treatment  of  the  HMO  concept  is  beyond  the  scope  of 
this  document,  a  Health  Maintenance  Organization  is  based  on  four  principles : 

A.  It  is  an  organized  system  of  health  care  which  accepts  the  responsibilities 
to  provide  or  otherwise  assure  the  delivery  of 

B.  An  agreed  upon  set  of  comprehensive  health  maintenance  and  treatment 
services  for 

C.  A  voluntarily  enrolled  group  of  persons  in  a  geographic  area  and 

D.  Is  reimbursed  through  a  pre-negotiated  and  fixed  periodic  payment  made 
by  or  on  behalf  of  each  person  or  family  unit  enrolled  in  the  Plan. 

An  HMO,  therefore,  is  a  system  for  delivering  medical  care  to  families, 
and  is  actively  involved  in  anticipating  medical  care  needs  of  the  enrolled  popu- 
lation. Under  it,  a  fixed  annual  fee  is  paid  to  the  organization,  which  agrees  in 
return  to  provide  comprehensive  health  care  to  those  enrolled.  One  of  its  principal 
advantages  is  its  emphasis  on  preventive  care  through  early  treatment  and 
diagnosis  and  outpatient  care. 

President  Nixon  endorsed  the  concept  in  his  health  message  to  Congress 
in  1971.  Since  then,  legislation  has  been  introduced  that  would  foster  the 
HMO  approach,  particularly  in  underserved  areas. 

During  fiscal  1971,  51  HMO  planning  grants  totaling  $5,392,000,  were 
awarded  by  the  Health  Services  and  Mental  Health  Administration.  The  Medical 
Services  Administration  of  HEW  funded  an  additional  15  research  and  demon- 
stration projects  totaling  $1.1  million  to  develop  HMO  options  for  Medicaid 
recipients. 

Forty-six  more  Health  Maintenance  Organization  planning  and  development 
grants  have  been  announced  by  HEW  for  fiscal  year  1972.  The  awards  total 
more  than  $3,210,000.  They  go  to  physician  groups,  consumer  groups,  state  and 
local  health  departments,  neighborhood  health  centers,  medical  schools,  com- 
munity hospitals,  group  practices,  medical  care  foundations,  and  insurance  com- 
panies. 

Interestingly,  12  medical  societies  and /or  Foundations  have  received  HMO 
grants,  while  only  3  Blue  Cross  and  Blue  Shield  Plans  have  received  grants 
thus  far.  The  point  to  be  stressed,  however,  is  that  FMCs  have  applied  for 
and  received  government  grants  for  the  development  of  both  EMCRO  and  HMO 
projects.  One  major  characteristic  of  Foundation  growth  is  the  rapid  increase  in 
direct  contractual  arrangements  between  organized  medicine  and  government. 

In  order  to  qualify  as  an  HMO,  a  Foundation  must : 

1.  Provide,  either  directly  or  through  arrangements  with  others,  health 
services  to  individuals  enrolled  with  such  organization  on  a  per  capita  prepay- 
ment basis. 

2.  Provide,  either  directly  or  through  other  institutions  all  health  services 
required  by  a  defined  population  to  maintain  good  health.  These  services  would 
include,  as  a  minimum :  emergency  care,  inpatient  hospital  and  physician  care, 
ambulatory  physician  care,  and  outpatient  preventive  medical  services. 

3.  Provide  physicians'  services  directly  through  physicians  who  are  either 
employees  or  partners  of  such  an  organization  or  with  groups  of  physicians. 
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Each  goup  must  be  reimbursed  for  its  services  primarily  on  a  per  capita 
or  aggregate  fixed  sum  basis.  The  latter  criterion  holds  regardless  of  whether 
the  individual  physician  members  of  any  such  group  are  paid  on  a  fee-for- 
service  or  other  basis. 

4.  Have  arrangements  for  assuring  that  the  health  services  required  by 
its  members  are  received  promptly,  appropriately,  and  meet  quality  standards. 

5.  Have  an  open  enrollment  period  at  least  bi-annually  under  which  it 
accepts  up  to  the  limits  of  its  capacity  and  without  restrictions,  individuals 
who  have  applied  for  enrollment. 

Clearly  most  medical  societies  and /or  Foundations  for  Medical  Care  do 
not  fulfill  tbese  requirements  presently.  Since  most  Foundations  were  begun 
with  the  PSRO  requirements  in  mind,  an  expansion  of  duties  beyond  the 
basic  peer  review  function  would  be  necessitated.  The  San  Joaquin  FMC  has 
met  the  requirements  for  provision  of  services  through  the  use  of  mobile 
units  which  travel  to  10  different  migrant  camps  a  week,  one  each  night, 
and  two  fixed  clinics  at  two  migrant  camps. 

The  Medical  Care  Foundation  of  Sacramento  has  inaugurated  a  prepaid 
health  plan  for  Medi-Cal  recipients.  The  program  wil  provide  Medi-Cal  bene- 
fits, without  limitation  on  the  number  of  services  and  without  any  copayment 
required  on  a  completely  voluntary  basis.  Interestingly,  the  physicians  par- 
ticipating in  this  Plan,  by  agreement,  are  at  risk  since  the  Foundation  ha.s 
agreed  to  provide  Medi-Cal  services  within  the  premium  for  the  enrolled  mem- 
bers. The  Sacramento  Foundation  President,  James  J.  Schubert,  M.D.,  said 
that  "The  unique  aspect  of  the  Medi-Cal  prepaid  Plan  ...  is  that  it  ties 
together  the  three  entities  involved  in  a  health  care  transaction — the  pro- 
vider of  care,  the  patient,  and  the  payor  (the  state) — in  pursuit  of  a  single 
goal :  good  health  for  the  patient." 

To  be  sure,  the  Sacramento  approach  is  most  advantageous  in  that  it  permits 
freedom  of  choice  for  both  physician  and  patient.  Very  few  Foundations  seem 
to  possess  this  capability  at  the  present  time.  As  time  goes  by,  however,  more 
Foundations  will  propably  turn  to  the  HMO  option  as  it  slowly  is  made  avail- 
able to  the  population  of  this  country. 

A  map  and  table  breakdown  by  fiscal  year  is  enclosed  for  clarification  of 
HMO  grants  received  by  locality. 
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Government  funding  for  HMO's — fiscal  year  1971 

Blue  Shield  and/or  Blue  Cross :  Blue  Shield  Rhode  Island,  Providence $23,  250 

Medical  societies  and/or  FMC: 

Bexar  County  FMC,  San  Antonio,  Tex 63,  820 

Rocky    Mountain,     Grand    Junction    County    Medical    Society, 

Colorado 13,  000 

Metro-Denver  FMC,  Colorado 52,  550 

Sonoma  FMC,  Santa  Rosa,  Calif 102,  750 

Sacramento  FMC,  Sacramento,  Calif 101,  266 

Mesa  County  Medical  Society  Grand  Junction,  Colo 36,  195 

Government  funding  for  HMO's — fiscal  year  1972 

Blue  Shield  and/or  Blue  Cross : 

Blue  Cross,  Fargo,  N.  Dak 25,  000 

GHAA,  Blue  Cross,  and  Blue  Shield— Rochester,  N.Y i  212,  540 

Medical  societies  and/or  FMC: 

Medical  Society  of  Delaware 25,  000 

Metro-Atlanta  FMC,  Georgia 25,  000 

Poudre  Valley  FMC,  Fort  CoUins,  Colo 25,000 

University   of    California,    San    Francisco    Medical   Society,    San 

Francisco,  Calif 156,  349 

Maricopa  FMC,  Phoenix,  Ariz 80,  000 

Northeastern  Ohio  Health  Care  Foundation,  Youngstown,  Ohio 115,  000 

'  The  grant  was  received  jointly  by  the  Group  Health  Association  of  America,  Blus  Cross  Association, 
and  the  National  Association  of  Blue  Shield  Plans. 

PART  Vn. — BLUE   SHIELD — FMC  INTERFACE 

A  growing  numbe-  of  Blue  Shield  Plans  are  working  firsthand  with  Founda- 
tions.       '.   . 

Most  notably*  Florida,  Pennsylvania*  Minnesota,  Missouri,  California  and 
Utah  Blue  Shield  Plans  are  all  working  in  this  context.  A  great  many  other 
Plans  are  in  the  process  of  working  out  an  agreement  with  the  medical  society 
and/or  Foundation  for  Medical  Care.  NABSP  has  expressed  its  policy  on 
Foundations  in  a  number  of  areas  to  assist  Plans  in  their  FMC  deliberations. 

In  September,  1970  the  NABSP  Board  of  Directors  made  the  following 
observations  regarding  utilization  review  : 

NABSP  welcomes  and  encourages  the  increasing  interest  on  the  part  of 
organized  medicine  in  peer  review  of  utilization,  cost,  and  quality  of  medical 
service.  .  .  . 

Blue  Shield  distinguishes  between  claims  review  and  peer  review.  Claims 
review  is  the  function  of  the  carrier,  necessary  to  the  discharge  of  the  car- 
rier's obligation  to  render  benefits  in  precise  compliance  with  the  benefit  contract. 
It  requires  substantial  commitments  of  personnel  and  equipment,  at  costs  which 
must  be  borne  by  the  subscriber. 

Claims  review  produces,  in  addition  to  other  information,  a  large  data  base 
for  the  study  of  patterns  of  care,  both  of  the  community  and  of  the  individual 
practitioner.  To  a  considerable  extent,  these  data  can  be  analyzed  and  inter- 
preted by  skilled,  non-medical  members  of  the  carrier's  staff.  However,  the 
application  of  such  interpretations  should  always,  to  the  extent  possible,  use 
the  special  knowledge  and  guidance  available  only  through  peer  review. 

This  does  not  imply  that  peer  review  organizations  should  limit  themselves 
to  consideration  of  the  carrier's  conclusions.  In  matters  of  quality,  cost,  and 
appropriateness  of  service,  the  special  expertise  of  the  physician  can  and  should 
extend  the  review  process  considerably.  This  effort  depends  for  optimum  produc- 
tivity on  cooperative  relationships  between  the  carrier  and  the  PRO  (Profes- 
sional Review  Organization)  by  the  PRO  including  necessary  access  to  the 
carrier's  data  base.  It  is  important  to  the  purposes  of  economy  and  eflBciency, 
which  are  a  major  segment  of  the  justification  for  peer  review,  that  this  be 
achieved  with  an  absolute  minimum  of  duplication  of  effort  and  expenditure, 
which  must  be  passed  on  to  the  patient-subscriber. 

While  Blue  Shield  wholeheartedly  endorses  the  concept  of  peer  review,  ap- 
plication of  the  process  should  be  done  in  the  most  eflBcient  way. 

Beyond  that  Board  position,  a  number  of  statements  and  speeches  have 
been  made  describing  the  Blue  Shield — FMC  ideal  working  relationship.  Ned 
Parish,  for  example,  made  the  following  observations  in  his  presentation  at 
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the  13th  Annual  Conference  of  the  United  Foundations  for  Medical  Care, 
May  9,  1972 : 

As  far  as  policy  is  concerned,  our  relationship  with  Foundations  stems  from 
a  position  the  NABSP  Board  took  on  utilization  review.  Basically  it  is  ad- 
dressed to  emerging  Foundations — and  not  to  some  of  the  long-established 
Foundations  in  California. 

At  the  outset  let  me  position  Blue  Shield  as  being  highly  supportive  of  the 
Foundation  concept.  We  believe  that,  as  a  part  of  the  health  care  complex. 
Foundations  and  Blue  Shield  working  together  can  provide  a  useful  public 
service.  And  at  the  same  time  we  can  demonstrate  to  any  who  might  doubt 
it,  the  private  sector's  ability  to  perform  effectively  in  the  area  of  health 
care. 

However,  for  us  to  work  as  a  team,  we  must  draw  on  the  strengths  of  both 
Blue  Shield  and  Foundations.  In.  other  words,  each  of  us  has  clearly  defined 
responsibilities  and  assets  we  can  bring  to  each  other.  For  example : 

We  believe  that  claims  review  or  claims  processing  is  a  carrier  function 
and  that  each  Blue  Shield  Plan  should  have  this  "in-house"  capability. 

On  the  other  hand  peer  review  of  those  claims  which  cannot  pass  mutually 
agreed  to  screens  and  which  require  adjudication  is  the  responsibility  of  the 
medical  profession  whether  it  be  in  the  form  of  a  Foundation  or  a  Medical 
Society  Peer  Review  Committee. 

Our  Board  has  stated  that  the  in-house  claims  review  capability  should 
not  limit  the  broader  responsibility  of  the  peer  review  organization  in  cost 
and  quality  control  and  physician  education. 

In  short,  we  believe  that  Foundations  can  be  most  useful  to  the  public  and 
to  medicine  by  working  primarily  in  the  area  of  peer  review  with  Blue  Shield 
and  other  health  care  carriers. 

There  are  a  few  emerging  Foundations  which  seek  a  far  broader  role  and 
in  some  aspects  would  duplicate  the  cuirent  efforts  of  Blue  Shield.  We  can- 
not help  but  feel  that  these  kinds  of  Foundations  tend  to  fragment  the  pri- 
vate sector  when  the  times. not  only  call  for,  but  demand,  unity — if  we  are 
to  remain  a  viable  part  of  the  health  care  picture. 

It  should  also  be  kept  uppermost  in  our  minds  thai  the  cost  of  health  care 
is  high  in  public  visibility  and  criticism.  And  it  is  obvious  {hat  duplicate  claims 
review  systems  must  be  paid  by  someone — and  that  someone  will  be  a  tender 
and  reactive  public.  We  simply  can't  afford  to  provide  our  critics  with  ammuni- 
tion to  further  alienate  the  public  on  the  subject  of  health  care  costs. 

I  am  aware  there  are  those  who  believe  that  Foundations  which  undertake 
broad  functions  present  an  opportunity  to  move  physicians  into  positions  where 
they  can  more  effectively  determine  their  destiny.  As  I  said  to  the  Blue  Shield 
delegates,  at  our  recent  annual  meeting,  this,  in  my  judgment,  is  an  illusion. 

Foundations  will  be  subject  eventually  to  the  same  pressures  and  forces 
which  have  influenced  Blue  Shield.  However,  with  Foundations,  this  change 
will  come  even  more  quickly  than  it  has  with  Blue  Shield — because  of  today's 
highly  consumer-oriented  environment. 

I  would  also  caution  that  as  those  Foundations  seek  and  use  more  govern- 
ment funds,  they  will  eventually  become  heavily  dependent  on  such  support, 
and  be  forced  to  respond  to  government  direction.  From  past  performance,  it 
is  not  likely  that  government  wil  spend  substantial  monies  on  programs  it 
cannot  control.  And  when  public  money  is  being  spent,  it  is  only  proper  to 
expect  that  there  will  be  close  public  scrutiny  and  accountability  .  .  . 

Late  in  January,  we  were  notified  that  the  American  Association  of  Foun- 
dations for  Medical  Care  had  appointed  a  liaison  committee  to  meet  with  Blue 
Shield.  Your  members  are  Dr.  John  Kenney,  Dr.  William  Dowda  and  Dr.  Guy 
Owsley. 

Subsequently,  at  our  Board  meeting  in  April  we  appointed  a  liaison  com- 
mittee from  Blue  Shield.  Its  members  are  Dr.  Robert  Hamburg  from  Michigan, 
Dr.  Richard  T.  Shaar  from  Florida,  and  Dr.  Jim  Goettle  from  California. 

Finally,  at  a  Joint  Meeting  of  the  AM  A  and  NABSP  Executive  Committee 
on  April  27  there  was  a  substantial  discussion  of  Blue  Shield's  relationship 
with  Foundations. 

I  hope  you  have  not  taken  what  are  some  very  candid  observations  as  an 
interpretation  that  Blue  Shield  is  anti-Foundation.  I  believe  we  can  and 
should,  work  together  utilizing  the  functions  each  of  us  best  performs. 

We  believe  that  Foundations  and  Blue  Shield  can  strengthen  the  private 
sector  and  improve  its  performance  if  we  work  effectively  with  each  other. 
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In  conclusion,  we  are  all  aware  that  the  private  health  care  sector  faces 
severe  challenges  in  the  immediate  months  ahead.  Therefore,  I  would  suggest 
that  we : 

Objectively — Analyze  the  current  situation. 

Wisely — Apply  lessons  learned  from  past  experience. 

Carefully — Determine  a  course  of  action  which  avoids  the  pitfalls  that  lie 
ahead. 

And  then  let  us — stratighforwardly — assess  our  strengths,  set  about  harness- 
ing them,  and  then,  together,  put  them  to  work  in  the  best  interest  of  everyone. 

Clearly,  NABSP  feels  that  Foundations  can  be  most  useful  to  the  public 
and  to  medicine  by  working  primarily  in  the  area  of  peer  review  through 
carriers.  There  are,  as  we  have  seen,  a  number  of  Foundations  which  seek  a 
far  broader  role  including  significant  duplication  of  existing  carrier  activities. 
The  end  result  of  this  kind  of  development  can  only  be  further  fragmentation 
in  the  private  sector  at  a  time  when  unity  seems  of  utmost  importance. 

Carriers  have  been  identified  by  some  physicians  as  part  of  the  overall 
system  which  doesn't  accord  the  profession  its  proper  respect  and  which  is 
trying  to  impose  more  controls  on  them.  There  is  much  skepticism  in  organized 
medicine  today  toward  new  federal  legislation.  Physicians  balk  at  the  idea  of 
HMO,  prepaid  group  practice,  PSRO,  National  Health  Insurance,  etc.,  because 
implicit,  they  feel,  in  those  concepts  is  the  eventual  relinquishment  of  their 
freedom.  Undoubtedly,  most  of  the  impetus  behind  FMC  growth  is  the  PSRO 
Amendment.  It  appears  that  many  physicians  have  analyzed  their  experiences 
under  Medicare  and  Medicaid  and  have  concluded  that  the  incorporation  of  a 
Foundation  is  the  best  solution  to  combat  government  encroachment.  At  the 
same  time,  the  FMC  wil  show  the  world  that  physicians  can  implement  self- 
made  controls  on  the  practice  of  medicine. 

In  summary,  a  Foundation,  once  incorporated,  could  make  use  of  the  fol- 
lowing capabilities  of  Blue  Shield  and  other  carriers : 

1.  Computer  technology. 

2.  Claims  processing. 

3.  Administration  of  out-of-area  claims — i.e.  Reciprocity. 

4.  Communications  channel  to:  (a)  consumer  groups,  (b)  hospitals,  (c) 
state  and  federal  legislators,  (d)  state  agency  or  SSA,  (e)  other  providers, 
and  (f)  physicians'  offices. 

5.  Professional  relations  can  provide  on  site  education,  and  training  sessions 

6.  Marketing  and  Sales. 

7.  Research  and  underwriting  in  the  development  of  new  experimental 
programs  (prepaid  group  practice,  etc.). 

By  the  same  token  Blue  Shield  could  make  the  following  uses  of  an  FMC : 

1.  Assistance  in  establishing  medical  necessity  for  selected  claims. 

2.  Development  of  peer  review  guidelines  by  procedure  and/or  diagnosis  for 
use  as  claims  processing  screens. 

3.  Another  communications  channel  to :  (a)  physicians,  (b)  consumer  groups, 
(c)  state  legislators,  (d)  hospitals,  (e)  other  providers,  and  (f )  state  specialty 
organizations. 

4.  Medical  advisory  input  for  utilization  review  controls. 

5.  The  quantification  of  quality  in  medical  practice. 

The  Blue  Shield  FMC  interface  can  best  be  summarized  by  the  statement 
adopted  by  the  liaison  committee  of  the  American  Association  of  Foundations 
for  Medical  Care  and  National  Association  of  Blue  Shield  Plans  July  26,  1972 : 

Interface  between  foundations  for  medical  care  and  Blue  Shield  plans 

The  private  sector  should  develop  Peer  Review  mechanisms  for  physicians 
and  other  providers  of  health  care  services.  Foundations  for  Medical  Care 
are  recognized  as  mechanisms  constituted  to  provide  Peer  Review. 

Foundations  for  Medical  Care  and  Blue  Shield  Plans  should  work  to  develop 
mutually  acceptable  standards  of  claims  processing  designed  to  facilitate  the 
Foundation  function  of  Peer  Review. 

Blue  Shield  Plans  can  look  to  Foundations  as  a  communications  channel  to 
physicians,  consumer  groups,  hospitals,  and  other  providers  of  service. 

Foundations  can  look  to  Blue  Shield  Plans  to  provide  computer  technology 
in  claims  processing,  underwriting,  marketing,  and  research  and  development. 
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Principles 

It  is  believed  that  it  would  be  mutually  beneficial  to  have  continuing  liaison 
at  the  Board  level  between  the  American  Association  of  Foundations  for 
Medical  Care  and  the  National  Association  of  Blue  Shield  Plans. 

It  is  further  recommended  that  appropriate  liaison  at  the  local  level  be 
encouraged  between  the  Boards  of  Foundations  for  Medical  Care  and  Blue 
Shield  Plans. 

PABT  Vm. — MODEL   CONTBACT 

(Omitted.) 

PABT  IX. — APPENDIXES 

Appendix  A — San  Joaquin  Contract 

This  Contract  is  entered  into  between  the  State  of  California,  through 
Department  of  Health  Care  Services,  hereinafter  called  State,  and  San  Joaquin 
Foundation  for  Medical  Care,  a  California  nonprofit  corporation,  hereinafter 
called  Foundation. 

1.  This  Contract  is  entered  into  on  the  basis  of  the  following  background 
or  underlying  facts. 

A.  Foundation  has  for  about  13  years  been  engaged  in  the  field  of  prepaid 
medical  services.  It  has  three  plans  wherein  it  undertakes  to  furnish  the 
services  upon  payment  of  dues.  There  are  several  other  employer  plans  which 
Foundation  administers  for  the  employer. 

B.  State  is  required  to  provide  medical  and  related  services  to  certain 
public  assistance  recipients  pursuant  to  Division  9.  Part  3,  Chapter  7  of  the 
Welfare  and  Institutions  Code.  Subparagraph  (f)  of  Section  14000  of  said 
code  provides  that  the  State  may  contract  with  carriers  to  establish  pilot 
programs. 

2.  Foundation  agrees  to  provide  physician  services  to  Group  I  public  assist- 
ance recipients  resident  of  the  counties  of  Amador,  Calaveras,  San  Joaquin, 
or  Toulumne,  other  than  those  persons  receiving  such  grants  as  Old  Age  Se- 
curity pursuant  to  Division  9,  Part  3,  Chapter  3  of  the  Welfare  and  Institu- 
tions Code.  The  scope  of  physician  services  to  be  provided  shall  be  as  set  forth 
in  Division  9,  Part  3,  Chapter  7  of  the  Welfare  and  Institutions  Code  and  the 
regulations  duly  adopted  applicable  thereto,  as  such  code  and  regulations  may 
read  from  time  to  time. 

3.  The  respective  county  welfare  departments  will  have  determined  the 
eligibility  of  public  assistance  recipients  and  will  have  issued  to  such  recipients 
appropriate  evidence  certifying  their  entitlement  to  the  benefits  under  the 
medical  assistance  program.  The  respective  county  welfare  departments  also 
will  provide  Foundation  with  lists  of  eligible  recipients  and  will  update  such 
information  at  least  monthly.  Foundation  will  verify  eligibility  prior  to  ap- 
proving a  physicians'  claim. 

4.  The  respective  county  welfare  departments  will  certify  monthly  the 
number  of  public  assistance  recipients  in  each  of  the  covered  categories,  to 
wit,  Permanently  and  Totally  Disabled,  Blind,  Potentially  Self-Supporting 
Blind,  and  Families  with  Dependent  Children.  State  agrees  to  pay  to  Founda- 
tion dues  on  behalf  of  such  public  assistance  recipients.  The  amount  of  dues 
per  person  per  month  is  dependent  on  the  category  of  public  assistance  and  is 
set  forth  in  the  following  table,  together  with  the  appropriate  code  as  specified 
by  the  State  Department  of  Social  W^elfare. 


Description 


Code 


Rate 


Permanently  and  totally  disabled 60  $13.94 

Blind  and  potentially  self-supporting  blind 20,50  9.08 

Families  with  dependent  children 30,32,35,40,42,45  6.12 

5.  With  respect  to  the  "buy-in"  pursuant  to  Part  B  of  Title  XVII  of  the  Federal 
Social  Security  Act,  State  will  have  separately  paid  the  applicable  premiums 
for  some  of  the  recipients  under  this  Contract  and  as  a  result,  the  cost  of 
physician  services  for  those  recipients  will  be  paid  under  said  Title  XVIII,  sub- 
ject to  a  $50.00  annual  deductible  and  a  20  percent  coinsurance  payment.  Under 
such  Title  XVIII  program,  Foundation  will  be  responsible  for  providing  physician 
services  within  the  $50.00  deductible  amount  and  will  be  responsible  for  providing 
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physician  services  with  respect  to  the  20  percent  amount  not  paid  for  from  the 
Federal  Fund.  The  effect  of  Title  XVIII  has  been  taken  into  consideration  in 
fixing  the  amount  of  dues  under  Paragraph  4  of  this  Contract. 

6.  The  respective  county  welfare  departments  will  certify  monthly  the  number 
of  residents  who  qualify  for  medical  services  under  Group  I,  non-grant  status 
as  persons  or  families  who  would  be  eligible  for  a  public  assistance  grant  but 
do  not  wish  to  apply,  or  as  persons  or  families  who  would  be  eligible  for  such 
grant  but  do  not  meet  the  length  of  time  required  for  residence  in  the  respective 
categorical  aid,  or  as  families  with  dependent  children  who  are  under  21  but  not 
in  school  and  not  receiving  such  grant.  Foundation  agrees  to  provide  physician 
services  as  set  forth  in  paragraph  2  for  such  persons  or  families  and  State 
agrees  to  pay  Foundation  dues  on  behalf  of  such  persons  and  families  in  the 
classification  shown  by  description  and  the  appropriate  code  as  specified  by 
the  State  Department  of  Social  Welfare  and  in  the  amount  set  forth  in  the 
following  table : 


Description 


Code 


Rate 


Aid  to  the  blind  and  to  potentially  self-supporting  blind 23, 24, 53, 54 

Aid  to  families  with  dependent  children 34, 36, 38, 43, 46 

Aid  to  disabled 63,64,66 


$9.33 

5.95 

17.30 


7.  The  respective  county  welfare  departments  will  certify  monthly  the  number 
of  residents  who  qualify  for  medical  services  under  Group  I,  medically  needy 
only,  as  adults  or  families  who  are  unable  to  pay  for  medical  care,  are  not 
receiving  public  assistance  and  have  California  residence  regardless  of  length 
of  time.  Foundation  agrees  to  provide  physician  services  as  set  forth  in  para- 
graph 2  for  such  adults  or  families  and  State  agrees  to  pay  Foundation  dues  on 
behalf  of  such  adults  and  families  in  the  classification  shown  by  description  and 
the  appropriate  code  as  specified  by  the  State  Department  of  Social  Welfare 
and  in  the  amount  set  forth  in  the  following  table : 


Description 


Code 


Rate 


Medically  needy— aid  to  the  blind  and  to  potentially  self-supporting  blind 27, 57 

Medically  needy— aid  to  families  with  dependent  children 37, 47 

Medically  needy— aid  tolhe  disabled 67 


$5.86 

3.90 

17.65 


8.  State  will  pay  the  dues  to  Foundation  on  the  25th  of  each  month  for 
services  for  that  month  and  based  on  the  certifications  from  the  county  welfare 
departments  as  of  the  first  day  of  the  month. 

9.  Foundation  shall  provide  the  Medi-Oal  consultant  function  in  accordance 
with  standards  established  by  the  State  for  the  counties  of  Amador,  Calaveras, 
San  Joaquin  and  Tuolumne. 

10.  In  connection  with  this  Contract,  Foundation  has  made  arrangements  by 
subcontract  formed  pursuant  to  provisions  of  the  Fiscal  Intermediary  contract 
between  the  State  and  California  Physicians'  Service  and  Hospital  Service 
of  California,  to  do  a  portion  of  the  processing  of  claims  submitted  under  the 
Medi-Cal  program  by  suppliers  of  some  of  the  services  who  are  not  physicians 
and  as  to  some  other  types  of  services,  to  receive  copies  of  items  for  which 
payment  are  made.  Foundation  will  correlate  the  information  thus  obtained 
with  the  information  obtained  through  claims  submitted  by  its  physician  mem- 
bers in  order  to  create  patient  profile  and  provider  profile  records.  Each  pa- 
tient profile  record  will  be  a  record  of  all  services  provided  to  the  patient  under 
the  Medi-Cal  program.  Each  provider  profile  record  will  be  a  record  of  all 
services  provided  by  such  provider  and  paid  for  through  the  Medi-Cal  pro- 
gram. Through  the  patient  profile  records,  the  provider  profile  records  and 
asumption  of  the  Medi-Cal  consultant  function.  Foundation  will  attempt  to 
control  the  tltilization  of  all  types  of  services  under  the  Medi-Cal  program. 
It  is  this  feature  and  the  prepayment  feature  which  are  the  unique  features 
of  this  Contract  and  which  make  this  project  a  pilot  project  within  the  mean- 
ing of  Subparagraph  (f)  of  Section  14000. 

11.  The  geographical  limits  of  the  services  to  be  provided  by  Foundation 
under  this  Contract  are  to  be  based  on  the  residence  of  the  person  eligible 
pursuant  to  paragraphs  4,  6  and  7.  If  a  person  so  eligible,  resident  of  another 
area  obtains  service  from  a  provider  within  the  Foundation's  area  and  the 
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Foundation  receives  a  claim  from  a  physician  or  other  provider  of  service  with 
respect  thereto,  Foundation  will  merely  transmit  the  claim  to  the  appropriate 
fiscal  intermediary.  If  a  person  so  eligible,  resident  of  Foundation's  geo- 
graphical area  obtains  service  from  a  provider  in  another  area,  Fovmdation 
will  honor  the  claim  to  the  extent  that  the  claim  is  for  physicians'  services 
and  will  pay  it  within  the  dues  amounts  received  by  Foundation.  To  the  extent 
that  the  claim  is  from  a  provider  of  services  other  than  a  physician.  Founda- 
tion will  arrange  with  the  fiscal  intermediary  for  Foundation  to  process  the 
claim  in  the  same  manner  it  would  have  if  the  provider's  place  of  business  was 
within  Foundation's  geographical  area.  In  payment  of  a  claim  by  a  physician 
who  is  not  a  member  of  Foundation,  whether  or  not  he  practices  within  Foun- 
dation's geographical  area.  Foundation  will  pay  according  to  the  60th  per- 
centile schedule  supplied  by  California  Physicians'  Service  and  in  effect  for 
the  time  when  the  service  was  provided. 

12.  The  dues  established  and  set  forth  in  paragraph  4,  6  and  7  of  this  Con- 
tract are  based  on  experience  in  the  providing  of  physician  services  pursuant 
to  the  past  contract  between  the  State  and  the  Foundation,  at  which  time 
the  composite  fees  paid  for  physician  services  were  usual  and  customary  with 
a  maximum  at  the  60th  percentile  of  charges  as  of  January,  1967.  The  amounts 
which  are  paid  by  the  State  as  dues  under  this  Contract  are  to  be  used  by 
Foundation  solely  in  payment  of  claims  of  physicians  who  have  provided 
physicians'  services  to  persons  and  families  classified  in  said  paragraph  4, 
6  and  7  during  the  period  this  contract  is  in  force  and  effect.  It  is  mutually 
understood  and  agreed  by  the  State  and  the  Foundation  that  risk  of  loss, 
should  dues  be  insuflScient  to  pay  all  such  claims  in  full,  will  be  and  is  assumed 
by  the  Foundation.  It  is  further  mutually  understood  and  agreed  by  the  State 
and  the  Foundation  that  any  excess  of  dues,  after  settlement  of  all  claims  for 
physicians'  services  rendered  during  the  period  of  this  contract,  shall  be 
retained  by  the  Foundation  and  utilized  for  the  specific  and  primary  purpose 
for  which  the  Foundation  was  created  as  a  non-profit  corporation.  If  it  is 
necessary  to  prorate  approved  physician  claims.  Foundation  will  may  in  full, 
to  the  limit  set  forth  in  the  last  sentence  of  paragraph  11,  the  approved  claims 
of  physicians  who  are  not  members  of  the  Foundation  and  will  prorate  the 
approved  claims  of  physicians  who  are  members  of  the  Foundation. 

13.  In  addition  to  the  dues  set  forth  in  paragraph  4,  6  and  7  and  the  amounts 
that  may  be  paid  by  State  to  Foundation  in  accordance  therewith,  the  State 
shall  also  pay  to  Foundation,  at  the  outset  of  this  contract  or  as  soon  there- 
after as  practicable,  an  amount  equivalent  to  three-fourths  of  one  percent  of 
the  estimated  dues  per  annum  which  will  be  paid,  separately  as  to  paragraph 
4  as  to  paragraph  6,  and  as  to  paragraph  7,  during  the  term  of  this  Contract. 
The  monies  paid  by  State  pursuant  to  this  paragraph  13  shall  be  used  by  Foun- 
dation as  a  reserve  fund,  and  in  the  event  that  dues  paid  by  the  State  to 
Foundation  are  insuflBcient  to  pay  all  claims  arising  under  this  Contract  in 
full,  then  said  reserve  fund  shall  be  first  applied  by  Foundation  to  approved 
claims  of  physicians  who  are  not  Foundation  members,  and  then  be  applied 
pro  rata  to  approved  claims  of  member  physicians.  Upon  final  termination 
of  this  Contract,  or  when  mutually  agreed  by  the  State  and  Foundation,  any 
residue  in  the  reserve  fund  established  by  payments  pursuant  to  this  para- 
graph and  interest  thereon  shall  be  repaid  to  the  State. 

14. (a)  Such  dues  as  are  paid  by  the  State  and  received  by  the  Foundation 
in  accordance  with  and  pursuant  to  paragraph  4  shall  be  kept  and  maintained 
separate  and  apart  from  dues  paid  by  the  State  and  received  by  Foundation 
in  accordance  with  and  pursuant  to  paragraphs  6  and  7.  Such  dues  as  are  paid 
by  the  State  and  received  by  the  Foundation  in  accordance  with  and  pursuant 
to  paragraph  6  shall  be  kept  and  maintained  separate  and  apart  from  dues 
paid  by  the  State  and  received  by  Foundation  in  accordance  with  and  pursuant 
to  paragraphs  4  and  7.  Such  dues  as  are  paid  by  the  State  and  received  by  the 
Foundation  in  accordance  with  and  pursuant  to  paragraph  7  shall  be  kept 
and  maintained  separate  and  apart  from  dues  paid  by  the  State  and  received 
by  Foundation  in  accordance  with  and  pursuant  to  paragraphs  4  and  6.  Dues 
paid  and  received  under  paragraph  4  shall  be  used  by  Foundation  for  payment 
of  claims  for  services  rendered  only  to  beneficiaries  in  classifications  set  forth 
in  paragraph  4.  Dues  paid  and  received  under  paragraph  6  shall  be  used  by 
Foundation  for  payment  of  claims  for  services  rendered  only  to  beneficiaries 
in  classifications  set  forth  in  paragraph  6.  Dues  paid  and  received  under  para- 
graph 7  shall  be  used  by  Foundation  for  payment  of  claims  for  services  ren- 
dered only  to  beneficiaries  in  classifications  set  forth  in  paragraph  7. 
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(b)  In  the  event  that  State  regulations  should  change,  alter,  or  modify  the 
scope  of  services  available  to,  or  the  standards  and  requirements  for  eligibility 
to  qualify  for  Group  I  cash-grant,  Group  I  non-grant,  or  Group  II  benefits 
during  the  term  of  this  contract,  dues  for  any  such  group  of  beneficiaries  as 
set  forth  in  this  Contract  shall  be  modified  accordingly. 

(c)  It  is  mutually  understood  and  agreed  by  and  between  the  State  and  the 
Foundation  that  the  provisions  of  paragraph  6,  and  such  provisions  of  para- 
graph 13  as  relate  to  paragraph  6,  may  be  severed  from  the  other  provisions  of 
this  Contract  and  that  either  contracting  party  shall  have  the  right  to  termi- 
nate the  payments  and  services  set  forth  in  paragraph  6  by  written  notice 
to  the  other  contracting  party.  Such  written  notice  may  not  be  given  prior  to 
September  30,  1969,  and  upon  the  giving  of  such  written  notice,  the  provisions 
of  paragraph  6  will  terminate  at  the  end  of  the  calendar  month  succeeding 
the  month  in  which  the  notice  was  given.  Such  written  notice  shall  not  affect 
the  other  provisions  of  this  Contract  and  the  right  of  termination  as  to  para- 
graph 6  is  separate  and  severable  from  the  provisions  of  paragraph  19.  In  the 
event  the  provisions  of  paragraph  7  are  terminated  as  provided  herein,  Foun- 
dation shall  remain  liable  for  the  payment  for  physicians'  services  performed 
thereunder  prior  to  such  termination  and  the  State  shall  remain  liable  for  the 
administrative  costs  of  Foundation  incurred  in  processing  and  settling  claims 
even  though  such  administrative  costs  are  incurred  subsequent  to  the  termina- 
tion of  the  provisions  of  said  paragraph.  Upon  settlement  of  all  such  claims, 
any  residue  in  the  reserve  fund  established  by  payment  pursuant  to  paragraph 
13  based  on  paragraph  6  dues,  and  interest  thereon,  shall  be  repaid  by  the 
Foundation  to  the  State.  Should  the  provisions  of  paragraph  6  be  terminated 
as  provided  herein,  all  other  provisions  of  this  Contract  shall  remain  in  full 
force  and  effect. 

(d)  It  is  mutually  understood  and  agreed  by  and  between  the  State  and  the 
Foundation  that  the  provisions  of  paragraph  7,  and  such  provisions  of  para- 
graph 13  as  relate  to  paragraph  7,  may  be  severed  from  the  other  provisions 
of  this  Contract  and  that  either  contracting  party  shall  have  the  right  to  termi- 
nate the  payments  and  services  set  forth  in  paragraph  7  by  written  notice 
to  the  other  contracting  party.  Such  written  notice  may  not  be  given  prior 
to  September  30,  1969,  and  upon  the  giving  of  such  written  notice,  the  pro- 
visions of  paragraph  7  will  terminate  at  the  end  of  the  calendar  month  suc- 
ceeding the  month  in  which  the  notice  was  given.  Such  written  notice  shall 
not  affect  the  other  provisions  of  this  contract  and  the  right  of  termination 
as  to  paragraph  7  is  separate  and  severable  from  the  provisions  of  paragraph 
19.  In  the  event  the  provisions  of  paragraph  7  are  terminated  as  provided 
herein.  Foundation  shall  remain  liable  for  the  payment  for  physicians'  services 
performed  thereunder  prior  to  such  termination  and  the  State  shall  remain 
liable  for  the  administrative  costs  of  Foundation  incurred  in  processing  and 
settling  claims  even  though  such  administrative  costs  are  incurred  subsequent 
to  the  termination  of  the  provisions  of  said  paragraph.  Upon  settlement  of 
all  such  claims,  any  residue  in  the  reserve  fund  established  by  payment  pur- 
suant to  paragraph  13  based  on  paragraph  7  dues,  and  interest  thereon,  shall 
be  repaid  by  the  Foundation  to  the  State.  Should  the  provisions  of  paragraph 
7  be  terminated  as  provided  herein,  all  other  provisions  of  this  Contract  shall 
remain  in  full  force  and  effect. 

15.  In  addition  to  the  payment  of  dues.  State  will  pay  Foundation  for  its 
administrative  costs  in  processing  claims  covered  by  the  payment  of  dues,  in 
providing  the  Medi-Cal  Consultant  function,  and  in  maintaining  records  and 
furnishing  reports.  Foundation  also  will  verify  eligibility  on  claims  it  processed 
for  a  fiscal  intermediary  and  will  be  paid  under  this  Contract  for  the  admin- 
istrative cost  of  such  eligibility  verification.  The  accounting  classifications 
to  be  used  are  set  forth  in  the  attached  Schedule  A.  Foundation  will  maintain 
adequate  records  of  claims  and  of  its  administrative  costs.  Foundation's  rec- 
ords will  be  open  to  inspection  by  State  or  Federal  representatives  during 
business  hours. 

16.  Foundation  shall  maintain  and  provide  such  records  as  are  necessary  for 
State  to-  meet  the  requirements  for  reporting  placed  on  State  by  the  Federal 
Government.  Foundation  also  shall  furnish  reports  as  may  be  required  by 
State. 

17.  Foundation  represents  that  it  has  agreements  with  physicians  who  will 
be  performing  the  services  and  that  pursuant  to  such  agreements  the  physi- 
cians have  agreed  to  accept  proration  in  the  event  of  imfavorable  experience, 
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and  to  accept  the  amount  from  Foundation  as  full  payment  for  their  services. 

18.  Foundation  will  conduct  statistical  and  other  research  activities  in  con- 
nection vpith  this  Contract  Definition  of  such  activities  and  payment  therefor 
shall  be  determined  by  subcontract  formed  pursuant  to  provisions  of  the  Fiscal 
Intermediary  Contract  between  the  State  and  California  Blue  Shield. 

19.  This  Contract  shall  go  into  effect  on  July  1,  1969.  Foundation's  liability 
hereunder  shall  be  based  on  the  date  on  which  services  are  performed  rather 
than  when  claims  are  submitted.  This  contract  shall  remain  in  effect  through 
June  30,  1970  subject,  however,  to  the  right  of  either  contracting  party  to 
terminate  the  Contract  by  written  notice  to  the  other  pary.  Such  written  notice 
may  not  be  given  prior  to  September  30,  1969  and  upon  the  giving  of  such 
written  notice,  the  Contract  will  terminate  at  the  end  of  the  calendar  month 
succeeding  the  month  in  which  the  notice  was  given. 

20.  Upon  termination  of  this  Contract,  Foundation  shall  remain  liable 
for  the  payment  for  physicians'  services  performed  prior  to  such  termination, 
and  State  shall  remain  liable  for  the  administrative  costs  of  Foundation  in- 
curred in  processing  and  settling  claims  even  though  such  administrative  costs 
are  incurred  subsequent  to  the  termination. 

Appendix  B — health  care  foundation  of  Missouri  annual  report — 1911  ^ 

As  the  result  of  action  taken  by  the  House  of  Delegates  of  the  Missouri  State 
Medical  Association  meeting  in  Annual  Session  in  Kansas  City  in  April,  1970 
wherein  the  Council  of  the  Missouri  State  Medical  Association  was  directed  to 
implement  a  mechanism  of  peer  review  throughout  the  state,  and  as  the  result 
of  action  taken  in  August,  1970  by  the  Board  of  Trustees  of  the  Missouri  Asso- 
ciation of  Osteopathic  Physicians  and  Surgeons  after  consultation  with  the 
Missouri  State  Medical  Association,  a  charter  was  drafted,  filed  and  approved 
by  the  Secretary  of  State  of  Missouri  creating  a  not-for-profit  corporation  called 
The  Health  Care  Foundation  of  Missouri.  This  charter  was  granted  in  August, 
1970. 

The  purpose  of  this  Foundation  is  stated  in  the  By-Laws,  Chapter  I,  Sec- 
tion I,  and  I  quote :  "The  business  of  this  corporation  will  concern  itself  with 
the  State-Wide  Peer  Review  mechanism  for  health  care  of  the  State  and  the 
regulation  of  same,  the  accumulation  and  utilization  of  information  gathered 
from  this  peer  review  effort,  for  the  education  of  the  public  and  of  the  phys- 
icians of  the  State  of  Missouri,  and  negotiation,  mediation  and  discipline  as 
may  be  appropriate." 

The  By-Laws  call  for  an  organizational  structure  with  two  classes  of  mem- 
bership: Administrative  and  Participating.  Administrative  members  are  those 
voting  members  of  the  Missouri  State  Medical  Association  Council  and  mem- 
bers of  the  Board  of  Trustees  of  the  Missouri  Association  of  Osteopathic 
Physicians  and  Surgeons.  The  Participating  members  are  all  other  accredited 
members  of  the  Missouri  State  Medical  Association  and  the  Missouri  Asso- 
ciation of  Osteopathic  Physicians  and  Surgeons. 

The  Administrative  members  elected  a  Board  of  Directors  to  serve  as  the 
overall  governing  and  policy-making  body  of  the  Foundation.  This  Board 
consists  of  nine  members,  six  M.D.'s  and  three  D.O.'s.  The  first  Board  of 
Directors  was  elected  in  October,  1970  as  follows :  ^ 

1.  Hector  W.  Benoit,  Jr.,  M.D.,  Kansas  City,  three  years  (Chairman). 

2.  Richard  A.  Michael,  D.O.,  Jefferson  City,  three  years    (Vice  Chairman). 

3.  Gerald  L.  Miller,  M.D.,  Kansas  City,  three  years. 

4.  Eugene  W.  Egle,,  D.O.,  St.  Charles,  two  years. 

5.  Joseph  L.  Fisher,  M.D.,  St.  Joseph,  two  years. 

6.  Rae  W.  Froelich,  M.D.,  Lebanon,  two  years. 

7.  Charles  R.  Gulick,  M.D.,  St.  Louis,  one  year. 

8.  Claus  A.  Rohweder,  D.O.,  Kirksville,  one  year. 

9.  John  I.  Matthews,  M.D.,  Jefferson  City,  one  year. 

This  Board  will  serve  until  the  end  of  the  calendar  year  1971.  At  this  1971 
Annual  Session,  members  will  be  elected  to  fill  the  expiring  one-year  terms  on 
the  Board,  with  incumbents  eligible  for  re-election,  and  such  election  and  all 
subsequent  elections  will  be  for  three-year  terms.  At  all  times,  there  will  be 
at  least  two  Medical  Doctors  and  one  Doctor  of  Osteopathy  on  the  Board  who 
are  Participating  members  of  the  Foundation.  After  1971,  all  officers  will  be 
elected  by  the  Board  for  one-year  terms. 


1  Report  excerpted  from  Missouri  Medicine,  May,  1971. 
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The  Board  of  Directors  has  met  three  times  since  its  creation.  The  first 
meeting  was  in  December,  1970,  which  was  mostly  an  organizational  meeting. 
Some  of  the  activities  indulged  in  by  the  Board  at  that  time  included  the 
creation  of  standing  committees  as  called  for  in  the  By-Laws,  such  as  the 
By-Laws  Committee,  the  Budget  Committee,  Nominating  Committee  and  Per- 
sonnel Committee.  All  of  these  committees  have  been  exceedingly  active  since 
they  have  been  created. 

The  second  meeting  of  the  Board  was  held  in  January,  1971,  at  which  time 
preliminary  reports  from  the  Budget  Committee  and  By-Laws  Committee  were 
received,  discussed  and  approved.  Further  direction  to  the  Nominating  Com- 
mittee and  the  Personnel  Committee  was  given.  A  preliminary  report  by  the 
Chairman  of  the  Board  was  given  to  the  Missouri  State  Medical  Association 
Council  which  was  meeting  in  conjoint  session  at  that  same  time. 

It  is  the  Board's  primary  responsibility  to  conduct  the  general  business 
affairs  of  the  corporation  in  addition  to  receiving  reports  from  and  advising 
actions  for  the  pee  review  mechanism  and  its  committees,  which  will  be  dis- 
cussed later  in  this  report.  Appropriate  office  space,  secretarial  personnel, 
telephone,  stationery  and  other  business  items  have  been  secured.  Proper  lia- 
bility. Workmen's  Compensation  and  travel  insurance  have  all  been  purchased. 
Legal  counsel  has  been  retained.  The  initial  hiring  of  staff  has  been  started. 

At  the  top  of  the  peer  review  mechanism  stands  the  Central  Coordinating 
Committee  directly  responsible  to  the  Board.  This  Central  Coordinating  Com- 
mittee will  coordinate  the  activities  of  the  Area  Panel  Review  Committees. 
The  Central  Coordinating  Committee  consists  of  nine  members,  six  M.D.'s  and 
three  D.O.'s,  not  selected  to  represent  given  specialties  in  medicine,  but  rather 
for  their  known  stature  and  prudence  and  geographical  representation  through- 
out the  state.  These  members  will  serve  for  two  years  and  are  eligible  for 
reappointment.  They  are : 

1.  Rae  F.  Froelich,  M.D.,  Lebanon  (Chairman). 

2.  Robert  E.  Bregant.  M.D.,  Jefferson  City. 

3.  Joseph  C.  Peden,  Jr.,  M.D.,  St.  Louis. 

4.  James  N.  Haddock,  M.D.,  St.  Louis. 

5.  Francis  M.  Maple,  M.D.,  Springfield. 

6.  Leonard  A.  Wall,  M.D.,  Kansas  City. 

7.  Harold  E.  George,  D.O.,  Mt.  Vernon. 

8.  Phillip  L.  Accardo.  D.O.,  Independence. 

9.  William  E.  Gutton,  D.O.,  St.  Louis. 

The  Central  Coordinating  Committee  will  observe  operations  of  the  Panel 
Review  Committees  and  receive  regular  reports  from  the  Panel  Review  Com- 
mittees. They  will  report  both  individually  and  collectively  to  their  Chair- 
man at  their  regularly  scheduled  meetings,  and,  in  turn,  the  Chairman  will 
report  to  the  Board  not  only  as  to  activities  of  the  peer  review  mechanism, 
but  also  will  offer  suggestions  and  recommendations  for  change  in  the  opera- 
tion of  the  peer  review  function  to  the  Board  of  Directors  for  their  con- 
sideration. Furthermore,  the  Central  Coordinating  Committee  will  receive 
reports  from  each  of  the  Panel  Review  Committees,  which  may  be  comple- 
mented or  supplemented  by  reports  from  the  Specialty  Review  Committees 
when  indicated.  It  is  anticipated  that  the  Central  Coordinating  Committee 
will  meet  quarterly  or  more  often  if  necessary. 

The  State  of  Missouri  has  been  divided  into  five  Panel  Areas  for  purposes  of 
regional  review.  Each  of  these  Panel  Areas  is  served  by  a  Panel  Review 
Committee.  Each  such  Committee  consists  of  seven  Active  Members,  five  M.D.'s 
and  two  D.O.'s.  There  are  seven  Alternate  Members,  again  five  M.D.'s  and  two 
D.O.'s,  so  as  to  assure  adequate  attendance  at  all  meetings  of  the  Committee. 
Each  Committee  will  meet  on  the  call  of  the  Chairman  as  sufficient  material 
for  their  consideration  becomes  available.  It  is  anticipated  that  when  these 
Committees  are  functioning  properly,  they  will  meet  once  a  month.  Each 
Committee  will  have  proper  staff  support  to  assure  that  all  material  referred 
to  the  Committee  has  been  adequately  screened  and  documented  to  permit 
efficient  review. 

There  has  been  appointd  by  each  of  the  numerous  specialty  societies  across 
the  state  one  Consultant  to  each  Panel  Review  Committee  from  each  specialty 
organization.  Each  of  the  five  Area  Consultants  in  any  one  specialty  are  mem- 
bers of  the  Statewide  Specialty  Review  Committee  in  that  specialty.  They 
are  available  to  all  of  the  Panels  for  special  consultation  and  on  individual 
cases  when  needed.  The  actions  of  the  Panel  Review  Committees  and  those  of 
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the  Specialty  Review  Committees,  when  utilized,  are  forwarded  in  regular  re- 
ports to  the  Control  Coordinating  Committee  for  final  action. 

The  sources  of  material  for  the  Health  Care  Foundation  to  process  are  five 
in  number:  physicians;  patients;  third  party  carriers,  both  private  and  gov- 
ernmental; institutions,  such  as  extended  care  facilities;  nursing  homes  and 
hospitals ;  and  management  and  labor  organizations. 

There  is  one  more  committee  provided  for  in  the  By-Laws  of  the  Founda- 
tion known  as  the  Judicial  Committee.  This  Committee  has  at  this  point  in 
time  not  yet  been  elected,  but  will  be  at  this  Annual  Session  of  the  MSMA 
and  the  MAOPS  being  held  at  the  same  time  in  different  locales.  This  Com- 
mittee will  consist  of  nine  members,  again  six  of  them  M.D.'s  and  three  of 
them  D.O.'s.  The  Nominating  Committee  has  been  instructed  to  select  names 
for  presentation  to  the  Administrative  members  for  election  who  are  well 
recognized  in  their  communities  as  outstanding  practitioners,  mature,  well- 
respected  individuals  and  above  reproach.  In  addition,  on  the  Judicial  Com- 
mittee, there  will  be  two  ex  officio  members,  one  an  M.D.  and  one  a  D.O.,  both 
of  whom  will  be  members  of  the  State  Board  of  Registration  for  the  Healing 

The  flow  of  material  through  the  Health  Care  Foundation  will  be  as  follows : 
All  complaints  generated  by  the  existence  of  the  Health  Care  Foundation  will 
be  referred  to  the  central  office  in  Jefferson  City,  where  they  will  be  screened 
by  staff  for  validity  and  completeness.  If  decisions  are  required  by  staff 
relative  to  the  acceptability  of  the  material  for  peer  review,  the  decision  will 
be  made  by  the  Board.  Having  cleared  the  material  for  processing,  it  will 
be  referred  to  the  appropriate  Panel  Review  Committee  for  its  next  meeting. 
Prior  to  that  time,  al  lof  the  documentary  evidence  necssary  to  make  for  an 
efficient  review  will  be  made  available  by  staff.  The  Panel  Review  Committee 
may  elect  to  render  a  decision  on  the  basis  of  the  information  available  and 
will  report  it  to  the  party  involved  as  well  as  the  Central  Coordinating  Com- 
mittee. If  because  of  the  inherent  makeup  of  the  Panel  Review  Committee 
certain  expertise  is  lacking  in  the  management  of  a  certain  problem,  the  Con- 
sultant to  that  Panel  Review  Committee  in  the  specialty  involved  will  be 
contacted.  If  he  in  turn  feels  that  the  material  is  something  about  which  he 
does  not  wish  to  render  a  solo  opinion,  he  then  will  refer  it  by  mail  or  tele- 
phone conference  to  the  other  members  of  that  Specialty  Review  Committee 
across  the  state  wherein  a  decision  will  be  determined.  The  report  of  the 
Specialty  Review  Committee  will  then  be  forwarded  to  the  involved  Panel 
Review  Committee  and  to  the  Central  Coordinating  Committee  for  their  final 
perusal  and  action.  The  Central  Coordinating  Committee,  with  the  backing 
of  the  Board  of  Directors,  wil  render  a  report  to  the  aggrieved  party  and 
indicate  to  that  party  what  the  decision  may  be  and,  also,  willingness  to  sup- 
port it  if  necessary  with  expert  testimony  in  court.  In  the  event  that  a  physi- 
cian appears  to  be  in  serious  difficulty  from  the  point  of  view  of  ethics,  mode 
of  practice,  a  sense  of  fiscal  irresponsibility  or  whatever,  he  will  then  be 
contacted  by  the  appropriate  members  of  the  Central  Coordinating  Commit- 
tee with  the  backing  of  the  Board,  and  the  error  of  his  ways  will  be  outlined 
to  him.  This  will  be  in  the  nature  of  an  educational  process  and  warning.  If 
repeated  evidence  of  poor  practice,  excessive  charging  or  lack  of  appropriate 
medical  ethics  occurs  in  the  same  individual,  his  case  will  then  be  presented 
to  the  Judicial  Committee  for  action.  The  presence  of  the  two  members  of  the 
State  Board  of  Registration  for  the  Healing  Arts  in  an  ex  officio  capacity 
gives  us  access  to  and  liaison  with  the  state  agency  which  controls  the  licen- 
sure of  physicians.  Recommendations  of  the  Judicial  Committee  will  be 
forwarded  to  that  body  for  their  consideration  and  to  the  appropriate  State 
Association,  either  medical  or  osteopathic. 

It  should  be  emphasized  that  the  philosophy  of  the  peer  review  program,  as 
established  by  the  conjoint  efforts  of  the  Missouri  State  Medical  Association 
and  the  Missouri  Association  of  Osteopathic  Physicians  and  Surgeons  and  now 
being  carried  on  by  the  Board  of  Directors  of  the  Health  Care  Foundation,  is 
primarily  one  of  attempting  to  control  costs  of  medical  and  health  care,  to 
upgrade  the  quality  of  medical  and  health  care,  to  identify  and  correct  edu- 
cational needs  both  of  the  profession  and  of  the  public,  including  insurance 
carriers,  and  hopefully  to  a  very  minimal  extent,  to  indulge  in  punitive  action 
against  members  of  the  professions  if  evidence  exists  to  warrant  such  action. 
It  is  anticipated  that  there  will  be  a  better  utilization  of  hospital  and  office 
facilities  as  the  result  of  this  ongoing  peer  review  mechanism.  It  is  anticipated 
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that  hospitalization  review  committees  will  receive  added  moral  support  in 
carrying  out  their  tasks  on  a  day-by-day  basis  when  such  support  is  needed 
from  an  outside  agency  with  the  authority  possessed  by  the  Health  Care 
Foundation. 

It  should  be  stated  for  the  record  that  the  Health  Care  Foundation's 
initial  funding  came  from  financial  support  from  the  Missouri  State  Medical 
Association,  the  Misouri  Association  of  Osteopathic  Physicians  and  Surgeons, 
the  Kansas  City  Blue  Shield  Plan  and  the  Missouri  Medical  Service  in  St. 
Louis.  It  is  hoped  that  by  intelligent  management,  the  corporation  itself  will 
generate  enough  income  to  cover  its  additional  expenses  as  the  program  de- 
velops. The  strong  support  of  all  facets  of  the  population  is  neded  to  make 
this  very  critical  peer  review  mechanism  function  in  the  pubic  interest. 
Insurance  companies,  governmental  carriers,  physicians,  hospitals  and  most 
of  al  the  patients  must  be  given  the  message  and  understand  what  we  are 
trying  to  do  in  this  complex  field  of  cost  and  quality  control  of  health  care. 

Appendix  C — operating  relationship  between  the  Hennepin  County  Health 
Care  Foundation  and  participating  insurance  carriers  and  preparyment  plans ' 

I.  The  Foundation  will — 

a.  Develop  "guidelines"  which  can  be  used  by  carriers  and  prepayment 
plans  for  screening  cases  involving:  (1)  fees  which  exceed  the  usual  and 
customary  guidelines,  (2)  ambulatory  physician  services  by  diagnosis,  (3) 
appropriateness  of  hospital  confinement  by  diagnosis,  and  (4)  durations  in- 
volving both  understay  and  overstay  by  diagnosis. 

b.  Establish  committees  for  evaluation  of  cases  which  exceed  the  "guide- 
lines" for  usual  and  customary  fees  and  ambulatory  physicians'  services. 

c.  Establish  a  hospital  utilization  coordinating  committee  to  review  and 
evaluate  cases  which  do  not  meet  the  "guidelines"  for  appropriate  admissions 
and  durations. 

d.  Develop  the  usual  and  customary  fee  guidelines  from  charge  experience 
filed  by  participating  carriers  and  prepayment  plans  during  the  period 
October  5,  1970  through  October  30,  1970,  and  comparable  periods  during 
future  calendar  years.  The  guidelines,  once  established,  will  be  used  inter- 
nally by  the  medical  society  or  foundation  to  measure  the  reasonableness  of 
the  general  rate  of  escalation  will  be  considered  as  background  information 
by  the  review  committee  in  the  development  of  its  findings  on  each  case  sub- 
mitted involving  fees  which  exceed  the  guidelines. 

e.  Invite  designated  representatives  of  the  insurance  carriers  (Health  Insur- 
ance Council)  and  prepayment  plans  (Blue  Cross — Blue  Shield)  to  attend 
all  meetings  of  the  operating  committees  and  the  Board  of  the  Foundation.  It 
is  understood  that  such  representatives  will  participate  freely  in  the  discus- 
sions reflecting  the  consumer's  interest  and  concern  in  such  deliberations. 

Assess  the  audited  administrative  costs  incurred  due  to  the  operation  of  the 
program  against  the  participating  carriers  and  prepayment  plans.  The  assess- 
ment will  be  based  on  a  mutually  acceptable  formula. 

II.  Participating  carriers  and  Prepayment  plans  are  expected  to : 

a.  File  information  on  physician's  charges  on  the  dates  indicated. 

b.  Take  into  consideration  the  usual  and  customary  fee  guidelines  and  the 
"guidelines"  for  ambulatory  physician's  services,  appropriatenes  of  hospital 
confinement  and  duration  developed  by  the  Foundation  in  evaluating  cases  to 
be  screened  for  further  review. 

b.  Where  there  is  a  dispute  between  the  insurance  carrier  and  the  attending 
physician  on  the  amount  of  fee  to  be  paid  or  the  necessity  of  ambulatory 
physician's  services,  it  is  understood  that  both  parties  have  the  option  of 
reqiiesting  review  of  the  case  by  the  Foundation,  with  the  exception  that  the 
committee's  opinion  will  serve  as  a  guide  to  both  parties.  The  procedure  out- 
lines in  Appendix  D  will  be  followed  in  submitting  cases  for  review. 

c.  Offer  coverage  to  policyholders  in  the  area  meeting  the  general  criteria 
outlined  in  Appendix  B.  It  should  be  emphasized  that  the  intention  of  the 
Foundation  is  not  exclude  any  existing  plans  from  participating  in  the  pro- 
gram but  is  rather  to  lend  emphasis  to  their  concern  that  effective  utilization 
controls  cannot  be  carried  out  when  benefit  payments  are  limited  solely  to  the 
services  provided   in   the  acute   facilities   of   the   general   hospital.   Thus,   the 


2  The  name  of  the  Hennepin  County  Health  Care  Foundation  was  changed  to  "Founda- 
tion For  Health  Care  Evaluation." 
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criteria  should  be  review  as  desirable  features  which  should  be  included  in 
the  employer'  benefit  package  if  utilization  controls  are  to  be  effectively  imple- 
mented, and  the  consumer  is  to  be  assured  of  the  provision  of  quality  care  at 
the  most  reasonable  cost. 

d.  Reimburse  the  Foundation  for  the  administrative  expenses  incurred  in 
the  operation  of  the  program  based  on  audited  costs  with  each  carrier's  share 
being  determined  by  a  mutually  acceptable  formula. 

III.  This  statement  may  be  expanded  modified  or  amended  as  experience 

Hennepin  County  Health  Cabe  Foundation 

I.  Objectives. — The  Hennepin  County  Health  Care  Foundation  is  established 
to  provide  an  organization  through  which  the  medical  profession  may  assure 
the  availability  at  reasonable  cost  of  high  quality  medical  care  to  all  residents 
of  the  area. 

To  achieve  this  objective,  it  is  recognized  that  the  total  health  care  spectrum 
must  be  dealt  with.  Thus,  the  focus  of  the  program  should  consider  the  total 
needs  of  the  patient,  embracing  prevention,  therapy  and  rehabilitation.  Cost,  on 
the  other  hand,  needs  to  be  viewed  in  light  of  its  aggregate  impact  on  the  patient 
in  terms  of  his  insurance  premiums,  out-of-pocket  expense,  and  loss  of  income 
due  to  disability. 

This  program  is  based  upon  the  assumption  that  the  medical  profession  must 
participate  in  health  care  planning,  influence  health  benefit  design,  monitor  the 
full  spectrum  of  health  services  and  evaluate  existing  and  emerging  health 
care  arrangements.  It  also  acknowledges  that  physicians  are  part  of  the  larger 
community  of  health  professions  and  must  join  others  in  a  practical  way  to 
achieve  a  unity  of  purpose  in  meeting  public  needs  and  expectations. 

The  specific  objectives  of  the  Foundation  are: 

A.  To  organize  and  operate  peer  review  activities  so  that  they  objectively  and 
effectively  deal  with  physicians'  fees,  ambulatory  physicians'  services,  and  the 
use  of  institutional  services. 

B.  To  coordinate  the  involvement  of  the  medical  profession  in  experimentation 
and  evaluation  of  programs  aimed  at  relieving  acute  manpower  shortages, 
improving  the  availability  of  preventive  services  and  expanding  the  availability 
of  ambulatory  care  which  may  be  used  as  an  alternative  to  institutional 
services. 

C.  To  coordinate  physician  involvement  in  comprehensive  health  planning 
and  regional  medical  program  activities. 

D.  To  establish  guidelines  for  the  consumer  in  obtaining  comprehensive  health 
care  coverage. 

E.  To  encourage  the  involvement  of  the  consumer  as  an  informed  participant 
in  the  decisions  which  will  control  the  way  in  which  health  care  will  be  organ- 
ized, delivered  and  financed. 

II.  Committee  structure. — The  Foundation  will  be  organized  to  operate  under 
the  following  Board,  Council,  and  Committee  structure : 

A.  A  Board  of  Directors  composed  of  23  members  of  the  Anoka,  Carver, 
Hennepin  and  Scott  County  Medical  Societies  and  representatives  of  manage- 
ment, labor,  and  social  welfare  with  non-voting  representation  from  the  Twin 
Cities  Hospital  Association,  Blue  Cross  and  Blue  Shield,  and  the  Health  Insur- 
ance Council. 

B.  Coordinating  Council  appointed  by  the  Board  composed  of  representatives 
of  hospital  administration,  the  state  comprehensive  health  planning  agency,  the 
regional  medical  program,  the  areawide  planning  agency.  Blue  Cross,  Blue 
Shield,  HIC,  and  such  other  organizations  as  may  be  deemed  appropriate  in  the 
judgment  of  the  Board. 

C.  Peer  Review  Committees  on  Physicians'  Fees  and  Services  appointed  by 
the  Board  and  composed  of  the  various  medical  specialties  with  non-voting 
observers  representing  the  third-party  financing  agencies  (e.g..  Blue  Cross-Blue 
Shield,  and  HIC).  The  Committee  will  serve  for  a  minimum  of  three  years 
with  one-third  of  the  Committee  rotating  each  year  after  the  initial  three  year 
term. 

D.  Peer  Review  Committees  on  Institutional  Services  appointed  by  the  Board. 
The  Committee  will  be  composed  of  physician  representatives  from  the  Hospital 
Utilization  Committees  established  by  each  of  the  hospitals  in  the  counties 
embraced  by  the  Foundation  with  non-voting  observers  participating  in  the 
Committee's  discussions  representing  hospital  administration  and  the  third-party 
financing  agencies  (e.g..  Blue  Cross  and  Blue  Shield,  and  HIC). 
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III.  Peer  Review  Committee  operations. — A.  Peer  Review  Committee  on  Physi- 
cians' Fees  and  Services :  This  Committee  vi^ill  establish  usual  and  customary 
fee  guidelines  based  upon  current  charges  for  physician  services  in  Hennepin 
County,  which  may  be  used  on  an  advisory  basis  by  participating  insurance 
carriers  and  prepayment  plans  in  screening  cases  which  are  to  be  reviewed 
by  the  Committee  monthly.  All  cases  which  will  be  submitted  to  the  Committee 
by  either  the  carriers,  prepayment  plans,  or  participating  physicians  will  be 
reviewed  with  the  expectation  that  the  committee's  opinion  will  serve  as  a 
guide  to  both  parties.  Where  the  cases  involve  non-participating  physicians,  it  is 
understood  that  if  litigation  should  subsequently  develop,  the  Committee  will 
provide  expert  witnesses  to  support  its  judgment. 

The  Committee  will  periodicall  survey  the  general  pattern  of  physicians' 
charges  in  the  area  so  that  the  rate  of  escalation  in  fees  may  be  objectively 
measured. 

The  Committee  will  periodically  survey  the  general  pattern  of  physicians' 
exceed  the  usual  and  customary  fee  screen  and  will  summarize  the  action  taken 
by  the  Committee  with  respect  to  such  cases. 

This  Committee  will  also  develop  guidelines  for  selecting  cases  involving 
ambulatory  physician  services  for  their  review.  The  guidelines  will  be  made 
available  to  insurance  carriers  or  prepayment  plans  on  an  advisory  basis  with 
the  request  that  claims  exceeding  the  established  guidelines  by  referred  to  the 
Committee  for  their  evaluation  at  the  option  of  either  the  carrier,  prepayment 
plan  or  participating  physician.  One  again,  this  action  would  be  taken  with 
the  expectation  that  both  parties  would  be  guided  by  the  Committee  judgment, 
with  cases  involving  non-member  physicians  handled  as  outlined  above  in  the 
fee  areas. 

Procedural  specifications  controlling  the  submission  of  cases  involving  physi- 
cians' fees  and  ambulatory  services  will  be  sent  to  participating  insurance 
carriers  and  prepayment  plans  for  their  guidance. 

B.  Peer  Review  Committee  on  Institutional  Services :  This  Committee  will 
establish  guidelines  by  diagnosis  for  selecting  cases  which  involve  inappropriate 
admissions  to  hospitals  or  extended  care  facilities  and  duration  involving 
understay  and  overstay. 

The  guidelines  have  been  developed  by  panels  of  medical  specialists  based  on 
medical  criteria  for  each  diagnosis.  They  will  be  made  available  to  participating 
insurance  carriers  and  prepayment  plans  as  the  basis  for  selecting  our  cases 
which  exceed  or  fall  short  of  the  guidelines.  Case  selected  would  automatically 
be  referred  to  the  Peer  Review  Committees  on  Institutional  Services  of  the 
Foundation  for  evaluation  with  a  monthly  report  to  the  Board.  The  report 
would  either  indicate  justification  for  variation  in  the  normal  pattern  of  care 
rendered  or  would  illustrate  ineffective  use  of  the  facility  which  is  to  be  cor- 
rected either  by  prospective  education  of  the  physicians  involved  through  the 
hospital  utilization  committee  of  the  individual  hospital  or  other  action  deemed 
appropriate  in  the  Committee's  judgment  to  meet  the  problem. 

The  initial  thrust  of  the  peer  review  activity  in  this  area  would  be  aimed  at 
isolating  those  practices  which  represent  ineffective  use  of  the  hospital  facility 
and  to  focus  hospital  utilization  committee  efforts  on  the  need  for  educating 
the  medical  staff  to  discourage  the  continuation  of  such  practices.  The  cases 
used  for  the  educational  program  will  be  drawn  from  the  files  from  the  partici- 
pating insurance  companies  or  prepayment  plans  after  appropriate  payment  has 
already  been  made.  It  is  expected  that  a  monthly  summary  of  the  type  and 
frequency  of  problem  cases  reviewed  will  illustrate  the  impact  of  the  committee's 
work. 

IV.  Participating  physicians. — The  attached  agreement  has  been  developed 
between  the  Foundation  and  the  individual  physicians  participating  in  the 
Hennepin  County  program  under  which  the  physician  would  agree  to  be  guided 
by  the  peer  review  judgment  made  on  cases  submitted  to  the  Foundation  and 
would  otherwise  cooperate  in  the  operation  of  the  Foundation  to  the  extent  that 
he  is  called  to  serve  on  the  various  committees. 

V.  Participating  insurance  carriers  or  prepayment  plans. — Insurance  Carriers 
and  Prepayment  Plans  participating  in  the  Foundation  will : 

A.  Offer  and  promote  the  purchase  of  health  insurance  benefits  meeting  the 
specifications. 

B.  Consider  the  usual  and  customary  fee  guidelines  and  the  guidelines  estab- 
lished by  the  Foundation  for  ambulatory  physician  services,  appropriateness  of 
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hospital  confinement  and  duration  as  a  screen  in  the  administration  of  health 
insurance  claims  for  selecting  cases  to  be  submitted  to  the  indicated  peer 
review  committees. 

C.  Be  guided  by  the  operating  specifications  as  specified. 

D.  Be  guided  by  the  options  of  the  Committee  in  determining  benefit  pay- 
ments for  physician  services  whether  the  review  is  requested  by  the  carrier  or 
the  attending  physician. 

E.  Use  the  standard  Attending  Physician's  Statement  (COMB-1  (10-67)) 
in  obtaining  routine  claim  information. 

VI.  Financing. — The  administrative  expense  identified  with  the  operation  of 
the  Foimdation  will  be  audited  and  assessed  against  the  participating  insurance 
carriers  and  prepayment  plans.  The  expense  would  include  normal  overhead 
items  such  as  rent,  oflice  equipment  and  supplies  and  the  salaries  of  adminis- 
trative secretarial  and  clerical  personnel. 

Appendix  D — Report  of  the  Council  on  Medical  Service 

Subject:  Foundations  for  Medical  Care. 

Presented  by :  Guy  A.  Owsley,  M.D.,  Chairman. 

Referred  to:  Reference  Committee  A  (J.  Thomas  Giannini,  M.D.,  Chairman). 

Following  consideration  of  Resolution  #105,  introduced  by  the  Section  on 
Radiology  at  the  1970  Convention  of  the  American  Medical  Association,  the 
House  of  Delegates  concurred  with  the  recommendation  of  the  Reference  Com- 
mittee and  voted  to  request  the  Council  on  Medical  Service  to  study  Foundations 
for  Medical  Care.  The  House  further  requested  that  a  report  on  the  structure, 
purposes  and  functions  of  Foundations  for  Medical  Care  to  be  submitted  to  the 
House  of  Delegates  at  the  1971  Annual  Convention.  To  accomplish  this  study 
the  Council  appointed  an  ad  hoc  Committee  representing  a  cross  section  of  the 
standing  committees  of  the  Council  and  composed  of  John  M.  Rumsey,  M.D., 
Chairman ;  W.  Willard  Camalier,  Jr.,  M.D.,  H.  J.  Smith,  M.D. ;  Lowell  H.  Steen, 
M.D. ;  and  Donald  N.  Sweeny,  Jr.,  M.D. 

The  Committee  met  on  five  occasions,  receiving  the  counsel  of  appropriate 
state  medical  association  or  county  society  officers,  as  well  as  the  cooperation 
of  numerous  individuals.  Conferees  have  included  physician  and  staff  repre- 
sentatives of :  foundations  which  have  an  established  operating  hitsory  ;  recently 
formed  foundations ;  medical  societies  presently  contemplating  the  formation 
of  a  foundation :  and  medical  societies  which  have  considered  the  establishment 
of  foundations  but  elected  not  to  undertake  that  approach.  The  Committee  also 
met  with  representatives  of  the  National  Association  of  Blue  Shield  Plans,  the 
Health  Insurance  Council  and  the  United  Foundations  for  Medical  Care. 

General  statements  concerning  foundations  may  be  highly  misleading,  due 
to  the  differing  concepts  and  approaches  being  utilized  in  various  medical  society 
sponsored  programs  referred  to  as  "foundations."  In  the  past  the  word  "foun- 
dation" had  been  generally  applied  to  the  Foundations  for  Medical  Care  which 
were  organized  by  a  number  of  county  medical  societies  in  California.  Although 
the  California  Foundations  for  Medical  Care  have  some  local  variations,  in 
total  they  are  quite  similar  and  it  seems  appropriate  to  discuss  them  collectively. 
It  is  also  proper  to  include  here  those  foundation  programs  that  have  been 
activated  outside  California  and  which  have  followed  the  basic  concepts  and 
operational  modes  of  the  original  Foimdations  for  Medical  Care. 

In  this  report,  the  phrase  "Foundation  for  Medical  Care,"  abbreviated  FMC, 
will  be  used  to  refer  to  those  programs  which  generally  follow  the  California- 
type  structure  and  these  will  be  described  in  some  detail.  The  programs  which 
propose  to  incorporate  certain  variations  in  their  operations  will  be  described 
in  a  separate  section  entitled  Variations  in  Foundations. 

Definition 

A  Foundation  for  Medical  Care  (FMC)  is  a  corporation  of  doctors  of  medicine 
organized  under  state  non-profit  corporation  statutes  and  sponsored  by  a  local 
county  medical  society,  multi-county  medical  societies,  or  a  state  medical  asso- 
ciation. It  is  separate  from  the  sponsoring  medical  society  in  the  sense  that  it 
has  its  own  articles  of  incorporation,  bylaws,  and  board  of  directors  but,  in  fact, 
is  an  extension  of  the  sponsoring  medical  society. 

The  FMC  board  of  trustees  is  nominated  and  elected  by  the  board  of  directors 
of  the  medical  society,  thus  assuring  uniformity  of  purpose  between  the  two 
organizations.  Every   physician  who  is  a   member  of  the  sponsoring  medical 
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society  or  eligible  for  membership  in  the  society  may  apply  for  membership  in 
the  FMC,  and  upon  being  accepted  may  participate  in  all  programs  and  activities. 
Conversely,  physician  membership  carries  with  it  the  responsibility  to  accept 
all  FMC  contract  obligations. 

Recently  a  number  of  foundations'  boards  of  trustees  have  been  expanded  to 
include  representation  for  other  providers  of  health  services  and,  in  some 
instances,  consumers.  Also,  in  some  foundations  membership  has  been  enlarged 
to  include  other  providers  of  health  services,  such  as  dentists  and  pharmacists, 
under  special  classes  of  membership. 

Background 

Foundations  for  Medical  Care  were  originally  formed  by  a  number  of  county 
medical  societies  in  the  State  of  California  as  a  vehicle  through  which  the 
medical  society  could  directly  influence  the  form  and  quality  of,  as  well  as 
expenditures  for,  medical  services  being  provided  in  their  respective  communi- 
ties. At  the  time,  in  the  early  1950's,  private  health  insurance  was  beginning 
to  have  an  impact  on  the  delivery  of  health  services  and  the  FMC  represented 
the  mechanisms  for  establishing  a  relationship  between  the  physicians  of  the 
community  on  the  one  hand  and  the  purchasers  of  health  care  (primarily  group 
purchasers)  and  the  insurance  carriers  on  the  other. 

The  Foundation  for  Medical  Care  stood  in  the  middle  of  the  process,  its  func- 
tion being  to  obtain  agreements  from  physicians,  carriers,  and  purchasers  to 
abide  by  certain  ground  rules.  Very  simply  stated,  the  member  physicians  of 
the  Foundation  for  Medical  Care  agreed  to  accept  reimbursement  not  to  exceed 
a  specified  level  if  the  purchasers  and  carriers  of  health  insurance  would  install 
benefit  programs  conforming  to  minimum  standards  of  coverage  established  by 
the  FMC.  These  minimum  standards  emphasized  benefits  for  medical  and  out- 
patient services,  in  addition  to  the  traditional  hospital  and  surgical  coverage, 
thus  structuring  the  financing  plan  to  more  closely  parallel  the  way  medicine  is 
practiced. 

The  evolution  of  Foundations  for  Medical  Care  into  the  form  in  which  they 
exist  today  quickly  followed  these  basic  beginnings.  FMC's  soon  recognized 
that  in  order  to  fully  exercise  a  responsibility  for  both  the  quality  and  cost  of 
medical  care,  local  involvement  would  need  to  be  increased.  They  sought  and 
obtained  from  the  participating  carriers  the  right  to  establish  local  health 
insurance  claim  processing  functions  under  the  direct  auspices  of  the  Founda- 
tions for  Medical  Care.  This  was  followed  almost  immediately  by  the  initiation 
of  an  expanded  peer  review  program  which  became  an  integral  part  of  the  claim 
processing  function,  determining  the  appropriateness  of  services  on  individual 
cases  as  well  as  analyzing  patterns  of  both  patient  and  physician  utilization  of 
health  services. 

While  there  have  certainly  been  many  refinements  and  a  number  of  variations 
in  the  details  of  FMC  operations  over  the  years,  these  four  basic  concepts  con- 
tinue to  represent  the  major  focus  of  most  FMC  activities:  1)  minimum  stand- 
ards of  health  insurance  coverage,  2)  reimbursement  to  physicians  not  to  exceed 
a  specified  level,  3)  local  claim  processing  by  Foundation  personnel,  and  4) 
local  peer  review  by  Foundation  member  physicians. 

Foundations  for  Medical  Care  which  are  known  to  be  currently  operational 
have  a  total  physician  membership  of  approximately  8,000.  The  size  of  individual 
foundations  ranges  from  about  100  to  slightly  over  1,000  practicing  physicians. 
The  rate  of  physician  support  varies  from  96%  to  60%  of  the  practicing  phy- 
sician membership  of  the  respective  sponsoring  medical  societies.  The  financing 
programs  which  these  Foundations  sponsor  and  administer  presently  protect 
approximately  850,000  persons  under  private  insurance  plans,  Medicaid  and 
Medicare. 

Impact  of  Medicaid  and  Medicare 

Prior  to  1966,  Foundations  for  Medical  Care  directed  almost  all  of  their 
activities  toward  persons  covered  through  private  group  insurance  plans.  Some 
efforts  were  made  to  sponsor  FMC  approved  plans  for  individually  purchased 
health  insurance  and  to  involve  the  FMC's  in  government  financing  programs, 
but  these  did  not  represent  a  major  emphasis  of  Foundations  for  Medical  Care. 

The  enactment  of  Medicaid  and  Medicare,  however,  presented  an  opportunity 
for  FMC's  to  expand  their  activities  into  the  area  of  government  programs.  In 
California,  primary  responsibility  for  administering  the  Title  XIX  program  has 
been  delegated  to  a  private  carrier  and  twelve  Foundations  have  sub-contracted 
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with  that  carrier  to  perform  claims  administration  and  peer  review  functions. 
In  most  cases,  however,  final  responsibility  for  authorizing  and  issuing  benefit 
payments  remains  with  the  carrier.  Reimbursement  of  physician  charges  is  made 
in  accordance  with  the  fee  standards  of  the  Title  XIX  program.  The  FMC's 
regular  fee  standards  are  not  applied.  In  addition  to  these  sub-contracts,  two 
Foundations  have  contracted  directly  with  the  state  Title  XIX  agency  to 
conduct  pilot  projects  in  the  administration  of  Medicaid. 

The  San  Joaquin  Foundation  for  Medical  Care  has  made  the  most  significant 
departure  by  contracting  with  the  California  Title  XIX  agency  to  become  the 
underwriter  for  physician  services  provided  to  Title  XIX  beneficiaries  in  that 
Foundation's  locality.  Under  this  arrangement,  the  San  Joaquin  Foundation 
annually  negotiates  a  per  capita  rate  for  each  of  the  categories  of  Title  XIX 
beneficiaries  and  from  the  pool  of  funds  generated,  reimburses  physicians  on  a 
fee-for-service  basis.  The  San  Joaquin  Foundation  is  then  accepting  the  risk  as 
would  a  typical  insurance  carrier  and  payment  to  physicians  is  made  at  a  level 
determined  by  the  FMC.  Of  course,  in  the  event  the  available  funds  are  insuflS- 
cient  to  meet  the  claims  presented,  physician  fees  are  prorated  to  make  up  the 
difference.  While  a  few  Foundations  had  been  involved  in  direct  risk  taking 
ventures  prior  to  this  time,  such  activities  had  not  been  aggressively  promoted 
and  the  San  Joaquin  Title  XIX  project  represents  the  largest  experiment  of 
this  kind  to  date. 

The  Tri-County  Project  is  a  joint  program  of  the  Sonoma  and  Mendocino/ 
Lake  Foundations  for  Medical  Care  and  has  retained  the  features  of  the  tra- 
ditional FMC  operation  in  its  Title  XIX  experiment.  They  sought  a  private 
carrier  willing  to  underwrite  the  risk  for  the  Title  XIX  beneficiaries  and  that 
carrier  operates  in  essentially  the  same  manner  that  it  does  for  a  private  group 
insurance  client ;  performing  actuarial  and  underwriting  functions,  negotiating 
a  per  capita  rate,  collecting  premiums,  and  accepting  risk.  The  FMC  contracts 
with  its  physician  members,  processes  claims,  and  performs  peer  review  very 
much  as  it  does  for  its  regular  private  programs. 

Four  Foundations  in  California  have  also  sub-contracted  with  their  local 
Medicare  carriers  to  process  claims  and/or  conduct  peer  review  under  Part  B 
of  Medicare.  Two  of  these  also  perform  similar  functions  under  Medicare  Part 
A.  In  all  cases  the  Medicare  carrier  retains  the  authority  for  final  audit  of 
the  claims  and  issurance  of  benefit  checks.  The  level  of  payment  to  physicians 
is  based  on  the  Medicare  Regulations  concerning  reasonable  fees. 

In  addition  to  exploring  the  ways  in  which  Foundations  might  relate  to  gov- 
ernment financing  programs,  these  experimental  or  demonstration  projects  have 
also  led  to  the  testing  of  new  administrative  methods  for  claim  processing  and 
peer  review.  Electronic  data  processing  applications  to  FMC  operations  which 
permit  more  extensive  data  storage,  retrieval  and  analysis  are  being  explored. 
Many  of  the  advances  in  peer  review  techniques  within  Foundations  for  Medical 
Care  (for  example,  those  which  analyze  drug  usage  and  prescribing  patterns) 
have  evolved  under  these  government  funded  programs  and  through  the  use  of 
improved  data  handling  services. 

Operation 

The  operation  of  an  FMC  is  based  on  the  premise  that  high  quality  health 
care  can  be  delivered  at  a  reasonable  cost  by  strengthening  the  private  practice 
of  medicine.  As  was  previously  pointed  out,  certain  concepts  have  evolved  as 
necessary  elements  in  this  strengthening  process.  It  is  around  these  concepts, 
then,  that  FMC  operation  revolves. 

There  seems  to  be  a  rather  equal  division  between  those  foundations  that 
obtained  their  initial  financing  through  a  loan  from  their  sponsoring  medical 
society  and  those  foundations  that  developed  their  funding  by  a  one-time  mem- 
bership fee. 

Once  established,  the  first  task  of  the  FMC  is  to  obtain  formal  physician 
participation.  Under  this  participation  agreement,  the  physician  agrees  to 
accept  foundation  reimbursement  for  the  services  he  renders  to  patients  cov- 
ered under  foundation  sponsored  programs  as  payment  in  full.  This  reimburse- 
ment is  based  upon  "unusual  and  customary"  fees  of  the  region,  but  not  exceed- 
ing a  maximum  level  previously  established  by  the  FMC.  Additionally,  the  par- 
ticipating physicians  agrees  to  accept  the  peer  reviews  decisions  of  the  founda- 
tions, reserving  the  right  of  appeal  through  existing  appeal  mechanisms. 

Supported  by  a  sufficient  percentage  of  physicians,  the  FMC  then  must  con- 
tract with  health  insurance  carriers    (insurance  companies,   Blue   Shield  and 
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Blue  Cross)  to  assure  that  the  carriers  will  ofifer  benefit  packages  which  meet 
the  minimum  standards  of  health  coverage  the  foundation  deems  as  being  neces- 
sary. Also,  agreement  must  be  reached  with  the  carrier  giving  the  FMC  the 
authority  to  receive,  process,  and  pay  all  claims  in  the  name  of  the  carrier. 

To  perform  these  functions,  the  FMC  in  effect  becomes  an  extension  of  an 
insurance  company  claim  processing  activity,  replacing  the  entirely  for  the  day- 
to-day  claim  handling  functions. 

General  clerks  employed  by  the  foundation  receive  all  claims  initially,  checking 
for  completeness,  accuracy  and  patient  eligibility.  Guidelines  developed  by  the 
foundation  are  then  applied  to  the  claims  by  review  clerks,  to  screen  out  those 
claims  that  need  further  review.  These  guidelines  reflect  accepted  utilization 
patterns  for  the  more  frequent  diagnoses.  In  practice,  about  85%  of  the  claims 
fall  within  these  physician-developed  guidelines  and  are  approved  for  payment 
by  the  review  clerks. 

Claims  which  fall  outside  the  guidelines  (approximately  15%  of  the  total) 
are  referred  for  peer  review.  Review  physicians,  practicing  physicians  in  the 
community,  are  members  of  the  FMC  and  are  appointed  on  a  rotating  basis. 
The  review  physician  may  approve  a  claim  on  the  basis  of  available  facts  or 
he  may  seek  additional  information  to  clarify  the  situation  involved.  Most  claims 
are  resolved  by  the  review  physician  but  he  may  refer  the  case  to  a  Peer  Review 
Committee  for  adjudication.  FMC's  report  that  less  than  2%  of  the  claims 
reach  the  Peer  Review  Committee. 

The  foundation  is  responsible  for  all  administrative  costs  incurred  (staff, 
facilities,  etc.)  in  accomplishing  these  functions,  including  compensation  of 
review  physicians  at  an  hourly  rate.  To  cover  these  costs,  the  FMC  charges 
the  insurance  carrier  a  percentage  of  the  total  premium  dollars  generated  by 
the  insurance  programs  involved.  This  percentage  varies  from  3  to  4i/^% 
according  to  the  specific  functions  the  FMC  contracts  to  perform ;  the  principal 
variable  is  the  certification  of  the  patient's  eligibility  for  coverage  which  might 
be  done  by  the  employer  or  the  carrier  instead  of  the  Foundation. 

In  addition  to  this  type  of  income,  many  FMC's  have  direct  contracts  on 
a  cost  reimbursement  basis,  such  as  the  performance  of  peer  review  under 
certain  government  programs  for  which  the  FMC  does  not  perform  its  usual 
range  of  services. 

Certified  Hospital  Admission  Program 

The  Medical  Care  Foundation  of  the  Sacramento  County  (California)  Medical 
Society  implemented  a  new  activity  on  October  1,  1969  called  the  Certified 
Hospital  Admission  Program  (CHAP).  This  program  has  as  its  basic  objective 
the  reduction  of  expenditures  for  hospital  care  through  the  peer  evaluation 
and  control  of  hospital  length  of  stay.  In  addition  to  the  anticipated  short  run 
benefits,  it  is  planned  to  use  the  savings  generated  by  CHAP  to  purchase  more 
extensive  health  insurance  coverage  for  ambulatory  services  which  are  expected 
to  have  a  favorable  long  term  impact  on  the  number  of  hospital  admissions. 

CHAP  is  a  prospective  hospital  utilization  program  which  certifies  the  carrier's 
fiscal  responsibility  for  the  cost  of  hospitalization.  The  program  combines 
preadmission  and  ongoing  peer  review  to  determine  medical  necessity  for 
hospital  admission  and  length  of  stay,  in  contrast  to  programs  of  retrospective 
utilization  review  which  analyze  data  on  patients  who  have  already  been 
discharged.  These  preadmission  and  concurrent  peer  review  functions  are 
performed  by  medical  advisors  who  are  local  physician  members  of  the  Founda- 
tion with  the  assistance  of  nurse  coordinators  who  are  registered  nurses 
employed  by  the  Foundation.  The  decisions  made  under  the  CHAP  program 
relate  only  to  the  liability  for  reimbursement  under  participating  third  party 
financing  programs.  The  program  does  not  interfere  with  the  admission  or 
continued  stay  of  the  patient :  however,  the  patient  is  financially  responsible  for 
any  portion  of  his  stay  which  is  not  approved  through  the  peer  review  process. 
In  April  1970  the  Medical  Care  Foundation,  California  Blue  Shield,  and  the 
Department  of  Health  Services  of  California  entered  into  a  contract  under 
which  the  Foundation  administers  CHAP  for  the  approximately  77,000  Medi-Cal 
(Title  XIX)  recipients  of  the  region.  Hospitalization  statistics  on  these  Medi-Cal 
recipients  prior  to  the  implementation  of  CHAP  are  now  in  the  process  of  being 
compiled  by  the  Foundation.  When  that  information  is  available,  it  will  be 
possible  to  conduct  a  broad  comparison  of  experience  before  and  after  the 
implementation  of  CHAP.  This  comparison  will  be  most  helpful  in  measuring 
the  effectiveness  of  the  program  over  a  sustained  period  of  time. 
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Variations  in  Foundations 

As  indicated  in  the  introdiiction  to  this  report,  it  has  been  learned  that 
several  medical  societies  are  considering  or  have  established  nonprofit  corpora- 
tions that  are  very  similar  in  corporate  structure  to  the  Foundations  for 
Medical  Care  but  which  propose  to  operate  in  a  substantially  different  manner. 

These  corporations,  like  FMC's,  are :  sponsored  by  a  local  county,  multi- 
county,  or  state  medical  society ;  have  a  broad  of  trustees  that  is  nominated 
and  elected  by  the  medical  society ;  and  permit  every  physician  who  is  a 
member  of  the  sponsoring  medical  society  or  eligible  for  membership  in  that 
society  to  become  of  the  non-profit  corporation.  They  are  also  similar  in  that 
their  basic  purpose  is  to  create  a  significant  force  directed  by  the  medical 
profession  to  positively  influence  the  quality  and  efiiciency  of  medical  care 
delivery  through  an  expanded  peer  review  process. 

The  programs  presently  being  activated  by  the  seven  medical  societies  in  the 
Minneapolis-St.  Paul  metropolitan  area  and  by  the  Missouri  State  Medical 
Association  are  similar  and  seem  to  typify  these  variations. 

In  each  of  these  programs,  the  services  of  the  corporation  will  be  available 
to  third  party  carriers  without  any  stipulations  concerning  the  type  of  health 
insurance  coverage  to  be  offered  by  the  carrier. 

The  Minneapolis-St.  Paul  program  analyzed  existing  health  insurance  pro- 
tection and  found  that  a  majority  of  the  population  already  has  coverage  which 
would  meet  any  standard  the  corporation  might  currently  propose.  They  are, 
however,  working  with  the  local  health  insurance  carriers  in  a  cooperative 
effort  to  improve  coverage  in  areas  where  that  is  desirable. 

In  both  programs,  the  responsibility  for  claim  processing  is  to  remain  with 
the  health  insurance  carriers.  The  Minneapolis-St.  Paul  program,  however,  will 
require  participating  carriers  to  incorporate  medical  practice  guidelines  de- 
veloped by  the  corporation  into  their  routine  claim  function  in  order  to  con- 
sistently screen  out  cases  for  review.  The  Missouri  plan  has  not  yet  formalized 
guidelines  for  the  carriers  to  use  as  screens  but  these  are  under  development. 

The  full  concept  of  usual,  customary  or  reasonable  fees  will  be  maintained 
in  both  the  Missouri  and  Minneapolis-St.  Paul  programs.  Physician  participa- 
tion in  the  program  will  not  contain  a  commitment  to  any  fee  level.  Judgments 
on  questionable  fees  will  be  made  through  a  peer  review  process. 

In  the  Missouri  program  the  cases  screened  out  by  the  carriers  will  be 
referred  through  the  program's  central  ofiice  and  will  be  assigned  to  one  of 
five  regional  peer  review  panels  for  review  and  recommendation.  The  Minnea- 
polis-St. Paul  program  has  established  two  sets  of  committees  to  perform  the 
review  function  with  each  set  assigned  a  specific  geographical  area.  Each  set 
is  composed  of  two  committees :  on  committee  is  responsible  for  analysis  of 
inpatient  hospital  utilization  and  for  liaison  with  the  respective  utilization 
review  committees  of  the  individual  hospitals ;  the  other  committee  analyzes 
the  utilization  of  ambulatory  seorvices  and  adjudicates  matters  involving 
physicians'  fees. 

Position  of  Private  Health  Insurance  Carriers 

The  Committee  solicited  the  views  of  the  major  organizations  involved  in 
the  third  party  financing  of  physicians'  services  and  consulted  with  representa- 
tives of  the  National  Association  of  Blue  Shield  Plans  and  the  Health  Insur- 
ance Council. 

While  local  Blue  Shield  units  and  some  member  companies  of  the  Health 
Insurance  Council  participate  fully  in  Foundation  for  Medical  Care  activities, 
the  Committee  did  hear  expressions  of  concern  from  these  national  organizations 
regarding  the  future  directions  of  FMC's  and  the  relationship  they  will  have 
with  the  carriers.  There  was  unanimous  support  for  efforts  by  the  medical 
profession  to  improve  and  expand  peer  review  activities  including  foundation- 
type  programs.  However,  the  carriers  question  the  necessity  for  large  claim 
processing  staffs  in  FMC's  which  they  state,  at  least  in  part,  tend  to  duplicate 
the  capabilities  of  the  carriers. 

In  September  1970,  the  Board  of  Trustees  of  the  National  Association  of 
Blue  Shield  Plans  adopted  a  policy  statement  which  distinguishes  between 
claims  review  and  peer  review.  It  doescribes  claims  review  as  a  "function  of  the 
carrier,  necessary  to  the  discharge  of  the  carrier's  obligation  to  render  benefits 
in  precise  compliance  with  the  benefit  contract"  including  the  analysis  and 
interpretation  by  non-medical  personnel  of  data  on  patterns  of  medical  care. 
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The  statement  does  recognize  peer  review  as  a  responsibility  of  the  medical 
profession  and  calls  for  "cooperative  relationships"  between  carriers  and  peer 
review  programs  in  order  to  achieve  the  overall  objectives  of  peer  review  with 
a  "minimum  of  duplication  of  effort  and  expenditure." 

The  Committee  also  notes  that  Foundations  for  Medical  Care  have  been 
conducting  experiments  in  which  the  responsibility  for  risk  is  assumed  directly 
by  the  FMC  and  that,  if  such  programs  were  to  expand,  FMC's  would  present 
direct  competition  to  the  established  health  insurance  carriers. 

Current  Legislative  Proposals 

Many  of  the  legislative  proposals  now  before  Congress  have  played  a  large 
role  in  stimulating  medical  society  interest  in  non-profit  corporations  sponsored 
by  medical  societies  including  Foundations  for  Medical  Care.  A  number  of 
medical  societies  are  considering  the  establishment  of  separate  corporations  in 
anticipation  of  the  enactment  of  legislation  permitting  such  corporations  to 
engage  in  activities  which  the  medical  society  itself  could  not  or  would  prefer 
not  to  undertake  directly. 

Report  D  (A-71)  of  the  Council  on  Medical  Service  has  been  prepared  to 
provide  the  House  of  Delegates  with  information  on  legislative  proposals  re- 
lating to  Health  Maintenance  Organizations  (HMO's),  and  that  report  discusses 
Foundations  for  Medical  Care  in  the  context  of  HMO's.  As  pointed  out  in 
Report  D,  Foundation  for  Medical  Care  spokesmen  have  indicated  that  they 
expect  their  organizations  to  be  able  to  participate  in  an  HMO  program  but  the 
details  of  how  that  would  be  accomplished  are  still  lacking.  The  whole  concept 
of  HMO's  is  yet  to  be  precisely  defined  and  the  role  of  Foundations  for  Medical 
Care  cannot  be  predicted.  In  its  testimony  before  the  Committee  on  Finance 
of  the  United  States  Senate  on  September  23,  1970,  the  American  Medical 
Association,  in  addition  to  the  comments  summarized  in  Report  D,  recommended 
that  if  some  HMO  programs  were  approved,  "the  opportunity  to  qualify  as  such 
an  organization  should  be  open  to  state  and  local  medical  societies  as  well  as 
medical  foundations." 

Proposals  for  legislated  programs  designed  to  provide  a  structured  peer 
review  mechanism  under  government  financed  programs  have  also  heightened 
interest  in  Foundations  and  other  non-profit  corporation  programs.  Like  the 
HMO's,  these  legislated  peer  review  proposals  are  still  in  the  discussion  stage 
within  the  United  States  Congress  and  have  not  been  finalized.  There  has  been 
strong  indication,  however,  that  medical  societies  themselves  might  not  be 
sought  by  government  as  the  preferred  entity  to  perform  this  review  function 
but  that  a  separate  organization  sponsored  by  a  local  medical  society  or  state 
medical  association  could  be  assigned  this  responsibility.  The  American  Medical 
Association,  through  its  Peer  Review  Organization  proposal,  has  recommended 
that  any  peer  review  program  which  would  involve  agreements  with  a  govern- 
ment agency  should  provide  that  such  an  agreement  would  be  entered  into  with 
either  1)  "a  State  Medical  Society"  or  2)  "any  organization  designated  or 
established  by  a  State  Medical  Society"  thus  permitting  the  State  Medical 
Society  to  choose  the  form  in  which  it  can  best  discharge  a  peer  review 
responsibility. 

Summary 

The  widespread  interest  interest  in  Foundations  for  Medical  Care  and  other 
similarly  organized  programs  is  well  recognized,  and  printed  materials  describ- 
ing Foundation  activities  have  been  made  available  to  those  seeking  this 
information.  In  addition,  the  Council  devoted  portion  of  the  Fifth  National 
Congress  on  the  Socio-Economics  of  Health  Care  to  a  discussion  and  analysis 
of  Foundation  programs  and  a  segment  of  the  1970  Medical  Services  Con- 
ference, also  sponsored  by  the  Council,  was  allotted  to  this  subject. 

The  peer  review  efforts  which  have  been  incorporated  into  every  "foundation" 
program  are  especially  noted,  and  these  organizations  are  to  be  commended  for 
the  advances  they  have  made  toward  implementing  this  activity.  At  the  same 
time,  however,  it  is  known  that  a  number  of  medical  societies  have  successfully 
activated  peer  review  programs  within  the  traditional  framework  of  the  medical 
society.  The  Committee  heard  from  representatives  of  two  large  metropolitan 
medical  societies  which  had  considered  the  eestablishment  of  Foundation  for 
Medical  Care  and  decided  not  to  proceed  with  such  an  approach.  These  spokes- 
men indicated  that  their  decisions  were  based  in  part  on  the  widely  divergent 
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social  and  economic  factors  of  their  communities  and  partly  on  their  demon- 
strated ability  to  effect  improvements  in  the  financing  and  delivery  of  health 
care  through  existing  medical  society  programs. 

The  Council  on  Medical  Service  and  its  ad  hoc  Committee  are  aware  that 
many  state  and  local  medical  societies  are  seriously  studying  Foundations  for 
Medical  Care  and  other  medical  society  sponsored,  separate  corporations.  It  is 
recognized,  simultaneously,  that  the  decision  whether  or  not  to  implement  such 
a  program  should  be  made  at  the  state  or  local  level  only  after  thorough  and 
judicious  consideration  of  all  facets  of  a  Foundation's  operations  and  responsi- 
bilities. Specific  conclusions  or  recommendations  therefore  have  been  omitted 
from  this  report. 

Where  '"foundation"  programs  in  any  form  are  established,  the  Council  urges 
that  close  working  relationships  between  those  programs  and  all  levels  of 
organized  medicine  be  maintained. 

House  of  delegates  action :  Report  F  of  the  Council  on  Medical  Service  was 
approved  and  the  Board  of  Trustees  urged  to  appoint  a  member  to  the  Board  of 
the  AAFMC,  as  per  the  invitation  previously  received  from  that  organization. 

Appendix   E — Staff   and   Cost   Estimate 

CLASS  A  PSRO   (300  to  500  Physicians),  Low  Estimate 

WORKLOAD     (LOW) 

400X468  equals  total  annual  claims  volume  equals  227,200.  Five  percent  re- 
quiring additional  development  of  total  Titles  XVIII,  XIX,  and  V,  physicians 
and  hospital  claims  workload  equals  11.3G0.  400 X 70 X. 15  equals  elective  hospital- 
ization preadmission  review  equals  4.200:  Total  annual  chiims  workload  equals 
15,5G0-^254  work  days  per  year  equals  61  claims  per  day. 

STAFFING 

Claims  review  (RN)  daily  output  equals  11.  61h-11  equals  6  member  review 
staff :  Profile  analyst — one  full  time  statistician ;  General  clerk — one  full  time ; 
Secretary — half  time  of  one  secretary. 

Supervision — a.  l)y  senior  claims  reviewer  i/4  time;  b.  by  medical  society  exec- 
utive secretary  on  %  time  basis. 

Professional — part  time,  of  one  physician ;  Local  committee — 5  members,  part 
time  basis  :  State  conmiittee — 5  members,  part  time  basis. 

Total  Staff :  6  examiners.  1  analyst,  1  clerk,  %  secretary,  %  supervisor,  % 
physician,  Local  committee,  State  committee ;  Total :  9  persons  plus  Committees. 

STAFF    EXPENSE 

6  examiners  (RN)  X. $7,000  year  equals  $42,000;  1  profile  analyst X  10,000  year 
equals  10.000;  1  general  clerk  X  4,200  year  equals  4,200;  %  secretary  X  5,200  year 
equals  2.600. 

Supervision — a.  increase  pay  of  senior  examiner  by  $3,000;  b.  employ  medical 
society  executive  secretary  %  of  time  equals  10,000. 

Professional — 2  hours  per  day  at  25  hours  enpials  10.000 ;  Local  Committee — 5 
members.  15  man  hours  per  week  provided  gratis  by  the  profession:  State  Com- 
mittee— provided  gratis  by  the  profession ;  Total  Staff  Expense :  Class  A  PSRO 
equals  $78,800. 

OTHER   EXPENSE 

Employee  fringe  benefits  equals  20%  of  salary  equals  $15.760 ;  Overhead,  rent, 
supplies,  travel  expense  equals  30%  of  salaries  equals  23.640 :  Data  processing 
equals  40,000 :  Total  Annual  Operating  Expenses.  Class  A  PSRO  equals  $158,200. 

This  estimate  does  not  include  certain  necessary  costs  of  operation  which 
v,-ill  be  borne  by  other  segments  of  the  delivery  and  payment  apparatus.  These 
include.  l)Ut  are  not  limited  to  : 

Data  acquisition  and  preparation. — In  order  to  perform  assigned  duties,  the 
PSRO  must  examine  and  have  ready  access  to  provider  and  beneficiary  service 
profiles,  payment  records  and  service  histories.  It  appears  illogical  to  assume 
that  those  records  necessarily  maintained  by  the  payment  agency  will  be  repli- 
cated by  the  PSRO.  Rather,  the  PSRO  will  have  direct  access  to  these  records, 
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or  the  power  to  request  specific  information  from  tlie  carrier.  Either  technique 
will  impose  significant  expense  upon  the  associated  carrier. 

Recovery  and/or  legal  expenses. — It  is  also  unlikely  that  a  medical  society 
based  PSRO  will  choose  to  prosecute  over  utilizers  under  certain  provisions 
of  the  law,  or  that  they  will  be  equipped  to  pursue  recovery  actions  at  law  or 
otherwise.  These  actions  wil  generate  expense  for  the  carrier  or  governmental 
agency. 

Staff  and  Cost  Estimate  Class  A  PSRO  (300  to  500  Physicians), 

High  Estimate 

workload   (high) 

400X568=total  annual  claims  volume=227,200.  Ten  percent  requiring  addi- 
tional development,  of  total  Titles  XVIII,  XIX,  and  V,  physicians  and  hospitals 
claims  workload=22,720 ;  400X70X.20=elective  hospitalization  preadmission 
review = 5,600 ;  Total  annual  claims  workload=28,320 ;  28,320-^254  work  days 
per  year=:lll  claims  per  day. 

STAFFING 

Claims  review  (RN)  daily  output=ll ;  111-^11  =  10  member  review  staff:  Pro- 
file analyst — two  full  time  statisticians ;  General  clerk — one  full  time ;  Secre- 
tay — one  full  time ;  Supervision — one  and  one  half  full  time  administrators  ;  Pro- 
fessional— full  time,  one  physician ;  Local  committee — 5  members,  part  time 
basis  ;  State  committee — 5  members,  part  time  basis. 

Total  Staff:  10  examiners,  2  analysts,  1  clerk,  1  secretary,  1%  supervisors, 
1  physician.  Local  committee,  State  committee ;  Total :  17  persons  plus  Com- 
mittees. 

STAFF  EXPENSE 

10  examiners  (RN)  X $7,000  year=$70,000 ;  2  profile  analysts X  10,000  year= 
20,000:  1  general  clerkX4,200  year=4,200;  1  secretary X 5,200  year==5,200;  IVa 
supervisors  X  13,000  year=19,500:  Professional  X  32,000  year=32,000. 

Local  Committee — 5  members,  23  man  hours  per  week  X  $25  hour=:29,900 ;  State 
Committee — ^provided  gratis  by  the  profession ;  Total  Staff  Expense :  Class  A 
PSRO=1SO,000. 

OTHEE   EXPENSE 

Employee  fringe  benefits=20%  of  salary =36, 160;  Overhead,  rent,  supplies, 
travel  expense  30%  of  salaries=54,240 ;  Data  Processiug=60,000 ;  Total  Annual 
Operating  Expenses,  Class  A  PSRO=$331,200. 

This  estimate  does  not  include  certain  necessary  costs  of  operation  which 
will  be  borne  by  other  segments  of  the  delivery  and  payment  apparatus.  These 
include,  but  are  not  limited  to  : 

Data  acquisition  and  preparation. — In  order  to  perform  assigned  duties,  the 
PSRO  must  examine  and  have  ready  access  to  provider  and  beneficiary  service 
profiles,  payment  records  and  service  histories.  It  appears  illogical  to  assume 
that  those  records  necessarily  maintained  by  the  payment  agency  will  be  repli- 
cated by  the  PSRO.  Rather,  the  PSRO  will  have  direct  access  to  these  records, 
or  the  power  to  request  specific  information  from  the  carrier.  Either  technique  will 
impose  significant  expense  upon  the  associated  carrier. 

Recovery  and/or  legal  expenses. — It  is  also  unlikely  that  a  medical  society 
based  PSRO  will  choose  to  prosecute  over  utilizers  under  certain  provisions  of 
the  law,  or  that  they  will  be  equipped  to  pursue  recovery  actions  at  law  or 
otherwise.  These  actions  will  generate  expense  for  the  carrier  or  governmental 
agency. 

Exhibit  8a. — Membership  List  of  American  Association  of  Foundations  for 

Medical  Care 

ARIZONA 

Maricopa  Foundation  for  Medical  Care, 
2025  N.  Central  Avenue, 
Phoenix,  AZ     85004, 
(602)  258-6461, 
Mr.  Tony  Mitten,  Exec.  Sec. 
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Pima  Foundation  for  Medical  Care, 
2555  E.  Adams  Street, 
Tucson.  AZ     85716, 
(602)   327-6047, 
Mr.  Walter  Summer,  Exec.  Dir. 


ARKANSAS 

Arkansas  Foundation  for  Medical  Care, 
214  N.  12th, 
P.  O.  Box  1208, 

Fort  Smith,  Arkansas     72901, 
(501)   782-8218, 
Paul  Shaffer,  Exec.  Director 

CALIFORXIA 

Fresno  Foundation  for  Medical  Care, 

3425  N.  First  Street, 

Fresno,  CA     93719, 
(209)   224-2733, 

Mr.  Odell  Linderfelt,  Exec.  Sec. 
Health  Care  Foundation  for  San  Mateo  Co.,  Inc., 

3080  La  Selva, 

San  Mateo,  CA    94403, 
(415)    574-2826, 

Mr.  Gene  Taylor,  Exec.  Dir. 
Humboldt-Del  Norte  Foundation, 

P.  O.  Box  1395. 

Eureka,  CA     95501, 

(707)   442-2367, 

Mr.  Earl  Kooyman,  Exec.  Sec. 
Kern  Foundation  for  Medical  Care, 

2603  "G"  Street, 

Bakersfield,  CA    93301, 

(805)   327-7581, 

Mr.  Eldon  Geisert,  Eex.  Sec. 
Mendocino-Lake  Foundation, 

P.  O.  Box  73, 

Ukiah,  CA     95482, 

(707)   462-8654, 

David  E.  Baxter.  Exec.  Sec. 
Monterey  Foundation  for  Medical  Care, 

P.  O.  Box  308, 

Salinas,  CA     93901, 

(408)   4.55-1836, 

Mr.  Edgar  Colvin,  Exec.  Sec. 
Orange  County  Foundation  for  Medical  Care, 

300  S.  Flower  Street, 

Orange,  CA     92668, 

(714)  532-1613  and  (714)  639-8801, 

Mr.  Everett  Bannister,  Exec.  Director 
Riverside  Foundation  for  Medical  Care, 

4175  Broclvton  Avenue, 

Riverside,  CA     92501, 

(714)   686-3342, 

Mr.  Paul  Barry,  Exec.  Director 
Sacramento  Foundation  for  Medical  Care, 

6.50  Howe  Avenue. 

Sacramento,  CA     95825, 

(916)    929-14,S0, 

Mr.  George  Deubel,  Exec.  Director 
San  Bernardino  Foundation  for  Medical  Care, 

666  Fairway  Drive, 

San  Bernardino,  CA     92408, 

(714)   825-6526, 

Mr.  Gene  Scott,  Exec.  Director 
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San  Diego  Foundation  for  Medical  Care, 

3702  Ruffin  Rd., 

P.  O.  Box  23015, 

San  Diego,  CA     92123, 

(714)    565-9255, 

Mr.  Bob  Gillies,  Exec.  Sec. 
San  Francisco  Medical  Society  Health  Plan,  Inc., 

250  Masonic  Avenue, 

San  Francisco,  CA     94118, 

(415)    5G3-7471, 

Edward  Macklin,  M.D. 
San  Joaquin  Foundation  for  Medical  Care, 

540  E.  Market  Street, 

Stockton.  CA     95201, 

(209)    948-4550, 

Mr.  Boyd  Thompson,  Exec.  Director 
Santa  Clara  Foundation  for  Medical  Care, 

700  Empey  Way, 

San  Jose,  CA    95128, 

>(408)   286-5050, 

Mr.  Howard  Pearce,  Exec.  Secretary 
Sonoma  Foundation  for  Medical  Care, 

2466  Mendocino  Avenue, 

Santa  Rosa,  CA     95401, 

(707)   542-2224, 

Mr.  Norman  Brown,  Exec.  Sec. 
Stanislaus  Foundation  for  Medical  Care, 

2030  Coffee  Road,  Suite  A-6, 

Modesto,  CA     95354, 

Mr.  Paul  Humbert,  Exec.  Sec. 
Tulare  Foundation  for  Medical  Care, 

1640  W.  Mineral  King, 

Visalia,  CA     93277, 
(209)   732-4.516, 

Mrs.  Lora  Bruce,  Exec.  Sec. 
Ventura  County  Foundation  for  Medical  Care, 

2977  Loma  Vista  Road, 

Ventura,  CA     93003, 
(805)    648-3301, 

Mr.  Riley  McWilliams,  Exec.  Sec. 

COLORADO 

Colorado  Foundation  for  Medical  Care, 

1601  East  19th  Avenue, 

Denver,  CO     80218, 

(303)   399-1222, 

Mr.  Donald  Derry,  Exec.  Secretary 
Metro-Denver  Foundation  for  Medical  Care, 

2211  West  27th  Avenue, 

Denver.  CO     80201, 

(303)   458-7700, 

Mr.  Dean  Russman,  Dir.  of  Operations 

CONNECTICUT 

The  Hartford  County  Health  Care  Plan, 

2.30  Scarborough  Street, 

Hartford,  CT     06105, 

(203)   232-74.51, 

Mr.  Joseph  Gordon,  Exec.  Sec. 
New  Haven  County  Foundation  for  Medical  Care, 

302  Whitney  Aveni;e, 

New  Haven.  CT     06511, 
■     ^(203)   777-8277, 

William  West,  M.D.,  Secretary 
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FLORIDA 

Dade  County  Foundation  for  Medical  Care, 

2  S.  E.  13th  Street, 

Miami,  Florida     33131, 

(305)   371-2601, 

M.  John  Hanni,  Jr.,  Exec.  Director 
Duval  County  Foundation  for  Medical  Care, 

515  Lomax  Street. 

Jaclisonville,  FL    32204, 

(904)   355-6561, 

Mr.  Ernie  Currie,  Exec.  Director 
Florida  State  Foundation, 

P.  O.  Box  2411, 

Jacksonville,  FL    32203. 

(904)   356-1571, 

Mr.  Harold  Parham,  Vice  President 

GEORGIA 

Georgia  Medical  Care  Foundation,  Inc., 

1100  Spring  Street,  N.W.,  Ste.  450, 

Atlanta,  GA     30309, 

(404)    875-7254, 

Mr.  Gus  Anderson,  Exec.  Secretary 
^kletro-Athintic  Foundation  for  Medical  Care, 

875  W.  Peachtree  St.,  N.E., 

Atlanta.  GA     30309, 

(404)   881-1321, 

Mr.  John  Kiser,  Exec.  Secretary 

HAWAH 

Hav^^aii  Foundation  for  Medical  Care, 
.510  S.  Beretania  Street, 
Honolulu,  HI     96813, 
(808)    536-7702, 
Mr.  Jon  Won,  Asst.  Exec.  Secretary 

ILLINOIS 

Central  Illinois  Foundation  for  Medical  Care, 

One  Horace  Mann  Plaza, 

Springfield,  IL     62715, 

(217)    789-1822, 

Mr.  Virgil  Marsh,  Exec.  Secretary 
Chicago  Foundation  for  Medical  Care, 

310  S.  Michigan  Avenue, 

k     Chicago,  IL     60604, 
(312)   939-2480, 

Mr.  Robert  Lindley,  Exec.  Administrator 
Illinois  State  Foundation  for  Medical  Care, 

360  N.  Michigan  Avenue, 

Chicago,  IL     60601, 

(312)    782-1654, 

Mr.  Roger  White,  Exec.  Administrator 
Northern  Illinois  Foundation  for  Medical  Care, 

310  N.  Wyman  Street, 

Rockford.  IL  61101, 

(815)   963-9673, 

Mr.  Tom  Hanstrom,  Exec.  Secretary 
Quad  River  Foundation  for  Medical  Care, 

58  N.  Chicago  Street,  Room  201, 

Joliet,  IL     60431, 

(815)    727-7111, 

Mr.  Don  Kline,  Exec.  Secretary 
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INDIANA 

Calumet  Area  Foundation  for  Medical  Care, 
P.  O.  Box  3217, 
Munster,  IX     46321, 
(219)    949-3222, 
Mr.  Charles  Shoemaker,  Exec.  Director 


IOWA 


Iowa  Foundation  for  Medical  Care, 
1001  Grand  Avenue, 
West  Des  Moines,  lA     50265, 
(515)   255-2105, 
Mr.  Fred  Ferree,  Director 

KANSAS 

Kansas  Foundation  for  Medical  Care, 

1300  Topeka  Avenue, 

Topeka.  KS     66612, 

(913)   235-2383, 

Mr.  James  Agin,  Exec.  Director 
Sedgwick  County  Foundation  for  Medical  Care, 

1102  South  Hillside, 

Wichita,  KS     67211, 

(316)   683-7557, 

Mr.  Dwigbt  Allen,  Exec.  Secretary 

KENTUCKY 

Kentucky  Foundation  for  Medical  Care, 

3532  Ephraim  McDowell  Drive, 

Louisville,  KY     40205, 

(502)   4.J2-6324, 

Mr.  Robert  Cox,  Exec.  Director 
Medical  Society  Health  Plan,  Inc., 

P.  O.  Box  17145, 

1169  Eastern  Parkway, 

Louisville,  KY     40217, 

(502)   454-4621, 

Kirk  Brandon,  Exec.  Director 

MABYLAND 

Marvland  Foundation  for  Medical  Care, 

1211  Cathedral  Street, 

Baltimore,  MD     21201, 

(301)   22.5-0800, 

Mr.  John  Sargeant,  Director 
Montgomery  Co.  Medical  Care  Foundation,  Inc., 

2446  Reedie  Drive,  Suite  9, 

Wheaton.  MD     20902, 

(301)   949-4400, 

Ms.  Betsy  Carrier,  Asst.  Exec.  Secretary 
Prince  George's  Foundation  for  Medical  Care, 

,5801  Annapolis  Rd.,  Suite  302, 

Hyattsville.  MD     20784, 

(.301)   927-5022, 

Mr.  Robert  Helfrich,  Exec.  Director 

MASSACHUSETTS 

Pilgrim  Foundation  for  Medical  Care, 
49  Walpole  Street, 
Norwood,  Mass.     02062, 
(617)    775-8050, 
Edward  A.  Pollard,  M.D. 


1. 
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Bay  State  Health  Care  Foundation, 

100  Charles  River  Plaza, 

Boston,  MA     02214, 

(G17)    723-9443, 

Mr.  Richard  Kalian,  Exec.  Director 
Commonwealth  Institute  of  Medicine,  Inc., 

100  Charles  River  Plaza, 

Boston,  MA     02214, 

(617)    723-6580, 

Mrs.  Mary  Sullivan,  Asst.  Exec.  Director 
Health  Care  Foundation  of  Western  Massachusetts, 

1414  State  Street, 

Springfield,  MA    01109, 

(413)   736-0661, 

Mrs.  Vivian  Purdy,  Exec.  Secretary 

MINNESOTA 

Foundation  for  Health  Care  Evaluation, 
1535  Medical  Arts  Bldg., 
Minneapolis,  MN     55402, 
(612)   339-6871, 
Carl  G.  Gustafson,  Admin.  Director 

MISSISSIPPI 

Mississippi  State  Foundation  for  Medical  Care, 
735  Riverside  Drive, 
Jackson,  MS     39216, 
(601)   354-5433, 
Mr.  H.  Cody  Harrell,  Asst.  Exec.  Secretary 

MONTANA 

Montana  Foundation  for  Medical  Care, 
2021  Eleventh  Avenue, 
Helena,  MT     59601, 
(406)   443-4000, 
Mr.  L.  M.  Hancock,  Exec.  Secretary 

NEW    JERSEY 

Bergen  County  Medical  Societv, 

210  River  Street, 

Hackeusack,  New  Jersev, 

(201)   489-3140, 
I    George  "Willis,  Exec.  Director 
New  Jersey  Foundation  for  Health  Care  Evalua, 

315  AV.  State  Street, 

Trenton.  NJ     08605, 

(609)   394-3154, 

Mr.  Thomas  Crane,  Admin.  Director 

NEW    MEXICO 

New  Mexico  State  Foundation, 
3010  Monte  Vista  Blvd.,  N.E., 
Albuquerque,  NM     87106, 
(505)   247-1083, 
Mr.  Ralph  Marshall,  Exec.  Secretary 

NEW   YORK 

Adirondack  Foundation  for  Medical  Care, 
153  Bay  Street, 
Glens  Falls,  NY     12801, 
(518)   783-4477. 
Mr.  Jerry  Sullivan,  Exec.  Secretary 
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Nassau  County  Foundation  for  Medical  Care, 

1200  Stewart  Avenue, 

Garden  City,  L.I.„  NY     11530, 

(516)  333-4300, 

Mr.  Norm  Steingraber,  Exec.  Director 
Monroe  Foundation  Plan, 

1441  East  Avenue, 

Rochester,  NY     14610, 

(716)   473-7573, 

Mr.  Donald  Irish,  Exec.  Director 
New  York  Institute  for  R.  &  D.  in  Health, 
Care,  Inc., 

1114  Avenue  of  the  Americas, 

New  York,  NY     10036, 

(212)   475-3330, 

George  HImler,  M.D.,  President 
Onondaga  Foundation  for  Medical  Care, 

244  Harrison  Street, 

Syracuse,  NY     13202, 

(315)   474-3961, 

Mr.  Steve  Leech,  Exec.  Secretary 
Suffolk  Medical  Services  Foundation, 

850  Veterans  Memorial  Highway, 

Hauppauge,  L.I.,  NY     11787, 

(516)   265-6666, 

Mr.  Coleman  Fineburg,  Exec.  Director 
Westchester  Health  Care  Foundation, 

Westchester  Academy  of  Medicine, 

Purchase,  NY     10577, 

(914)   948-4100, 

Mr.  Mike  Maffucci,  Exec.  Director 

'   OHIO 

Midwest  Foundation  for  Medical  Care, 

320  Broadway, 

Cincinnati,  OH     45202, 

(513)   421-7014, 

Mr.  Edward  Willenborg,  Exec.  Secretary 
Western  Ohio  Foundation  for  Medical  Care, 

280  Fidelitv  Medical  Bldg., 

Dayton,  OH     45402, 

(513)   223-3185, 

Mr.  Earl  Shelton,  Exec.  Director 

OREGON 

Multnomah  Foundation  for  Medical  Care, 

5319  S.W.  Westgate  Drive,  Suite  24, 

Portland,  OR     97221, 

(503)  292-0138, 

Mr.  J.  David  Lortie,  Assoc.  Exec.  Director 
Oregon  Foundation  for  Medical  Care, 

2164  S.W.  Park  Place, 

Portland,  OR     97205, 

(503)   226-1555, 

Mr.  Robert  Dernedde,  Exec.  Director 

PENNSYLVANIA 

Pennsylvania  Medical  Care  Foundation, 
20  Erford  Road, 
Lemoyne,  PA     17043, 
(717)   238-1635, 
Larry  R.  Fosselman,  Exec.  Director 
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4S0UTH    CAROLINA 


Soutli  Carolina  Foundation  for  Medical  Care, 
1508  Washington  Street, 
Columbia,  S.  C.     29201, 
(803)    669-8711, 
Mr.  M.  L.  Meadors,  Exec.  Secretary 

TENNESSEE 

Davidson  County  Foundation  for  Medical  Care, 

112  Louise  Avenue, 

Nashville.  TN     37203, 

(615)   327-1451, 

Mr.  Jack  Drury,  Exec.  Director 
Tennessee  Foundation  for  Medical  Care, 

112  Louise  Avenue, 

Nashville,  TN     37203, 

(615)   327-1451, 

W.  D.  Tribble,  M.D.,  Exec.  Director 

TEXAS 

Bexar  County  Medical  Foundation, 

202  West  French  Place, 

San  Antonio,  TX     78212, 

(512)    734-7159. 

Mr.  Bernard  Rappaport,  Exec.  Secretary 
Texas  Medical  Care  Foundation, 

1905  N.  Lamar  Blvd., 

Austin,  TX     78705, 

(512)   474-2471, 

Mr.  Donald  Anderson,  Asst.  Exec.  Secretary 

UTAH 

Utah  Professional  Review  Organization, 

555  E.  2nd  South,  Suite  208, 

Salt  Lake  City,  UT     84102, 

(801)   364-8483, 

Mr.  E.  Dave  Buchanan,  Project  Director 


WASHINGTOIf 


Kitsap  Physician  Service, 
820  Pacific  Avenue, 
Bremerton.  Washington     98310, 
(206)   377-5577, 
Michael  Merwick,  Exec.  Director 


WISCONSIN 


Milwaukee  County  Medical  Society, 

756  N.  Milwaukee  Street, 

Milwaukee,  WI     53202, 

(414)    224-6103, 

Mr.  Mike  McManus,  Exec.  Director 
Wisconsin  Health  Care  Review,  Inc., 

P.  O.  Box  1109. 

Madison.  WI  53701, 

((:;08)   257-6781, 

Mr.  Earl  Thayer,  Asst.  Sec.  Treas. 


WYOMING 


Wyoming  Health  Services, 
412  Randall  Avenue, 
Chevenne,  WY     82001, 
(307)   634-8148, 
Mr.  Robert  Smith,  Exec.  Secretary 
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ASSOCIATE   MEMBERSUIP 


American  Academy  of  Family  Practice, 

1740  West  92nd  Street, 

Kansas  City,  MO     64114, 

(816)   333-9700, 

Mr.  Roger  Tusken,  Exec.  Director 
American  College  of  Radiology, 

20  N.  Wacker  Drive. 

Chicago,  IL     60606, 

(312)   236-4963, 

Mr.  Bill  Stronach,  Exec.  Director 
American  Society  of  Internal  Medicine, 

535  The  Central  Tower  Bldg., 

3rd  at  Market  Street, 

San  Francisco,  CA    94103, 

(415)   362-5518, 

Mr.  Bill  Ramsey,  Exec.  Director 
Arapahoe  Foundation  for  Medical  Care, 

501  E.  Hampden  Avenue, 

Englewood,  CO    80110, 

(303)  781-0425, 

Mrs.  Patricia  Horsley,  Exec.  Secretary 
Broome,  Delaware  &  Otsego  Counties, 
Medical  Society, 

4500  Old  Vestal  Road, 
Binghamton,  NY     13902, 

(607)   729-9261, 

Mr.  Ronald  Krizinofski,  Exec.  Director 

NONMEMBEB  FOUNDATIONS  FOE  MEDICAL  CaRE 
CALIFORNIA 

Butte  Glenn — Chico. 

COLORADO 

Poudre  Valley  Foundation — Fort  Collins. 

CONNECTICUT 

Health  Care  Plan— Hartford. 

ILLINOIS 

Champaigne  County  Foundation — Champaigne. 

GEORGIA 

Fulton  County — Atlanta. 

INDIANA 

Lake  County  Medical  Foundation — Gary. 
Northeast  Indiana  Foundation — Fort  Wayne. 
Vendenburgh  County  Foundation — Evansville. 
Elkhart  Medical  Foundation — Elkhart. 

MASSACHUSETTS 

Barnstable  County  Medical  Foundation — Cope  Cod. 
Hampden  District  Medical  Foundation — Springfield. 
Plymouth  County  Medical  Foundation — Southeastern. 

MICHIGAN 

Michigan  State  Foundation  for  Medical  Cai-e — Detroit. 
Genesee  County  Foundation  for  Medical  Care — Flint. 

MISSOURI 

Health  Care  Foundation  of  Missouri — Jefferson  City. 
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NEW  YORK 

Albany  County  Medical  Foundation — Albany. 

Broome  County — Binghamton. 

Queens — Forest  Hills. 

Kings — Brooklyn. 

Orange— MID  HUDSON— Hauppage. 

Dutchess — Newburgh. 

Physicians'  Foundation  of  Western  New  York — Erie  County. 

NEVADA 

Nevada  Physicians  Service — Reno. 

OKLAHOMA 

Oklahoma  Foundation  for  Peer  Review — Oklahoma  City. 

PENNSYLVANIA 

Pennsylvania  Medical  Society — Le  Moyne. 

RHODE  ISLAND 

Rhode  Island  Medical  Society — Providence. 

SOUTH   CAROLINA 

South  Carolina  Foundation  for  Medical  Care — Florance. 

TENNESSEE 

Memphis  &  Shelby  County  Medical  Foimdation — Memphis. 

VERMONT 

Green  Mountain — Chittenden. 

VIRGINIA 

Albemarle  County — Charlottesville. 

WASHINGTON 

Council  on  Medical  Care  (King  County) — Seattle. 

WE[,T  VIRGINIA 

Tri-Angle   Health    Foundation   of   West   Virginia — Parkersburg,    Charleston, 
Huntington. 

Ohio  County  Society — Wheeling. 

WISCONSIN 

Wisconsin  Medical  Care  Foundation — Madison. 


Exhibit  9. — Biographical  Summaries  of  Messrs.  Bernal, 
Mendelson,  Pannill,  Faggett,  and  Ms.  Cox 

Biographical  Sketch  of  Joe  J.  Bernal 

PERSONAL 

Date  of  birth :  March  1,  1927. 
Place  of  birth :  San  Antonio,  Texas. 
Wife's  name  :  Mary  Esther  Martinez  Bernal. 

Children:    Richard   Cyril   D/B   3/18/57,    Patrick   Charles   3/17/58,    Bernard 
Christopher  3/13/G6,  and  Rebecca  Celeste  5/31/70. 

Permanent  Address :  6410  Laurelhill  Drive,  San  Antonio,  Texas  7S229. 
Telephone:    (512)   342-5537. 
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EDUCATION 

Undergraduate:  Trinity  University,  San  Antonio.  BA-Sociology,  1950;  Our 
Lady  of  the  Lake  College,  S.A.  M.Ed.,  1954;  University  of  Texas  at  Austin, 
Fh.i).  Candidate,  1972-73. 

OCCUPATION 

Executive  Director,  Commission  for  Mexican  American  Affairs,  1514  Buena 
Vista  Street,  San  Antonio,  Texas  78207,  (512)  224-4244. 

CHURCH 

Catholic— Member  of  St.  Luke's  Catholic  Church,  Past  President,  Our  Lady 
of  Guadalupe,  Holy  Name  Society;  Member,  Our  Lady  of  Guadalupe,  School 
Board. 

MILITARY    SERVICE 

World  War  II  Infantry  and  Air  Force,  Honorably  Discharged  in  1946  a^ 
Sargeant. 

PROFESSIONAL 

Teacher:  1  Year — Kosciusko  Independent  School  District,  Wilson  County, 
Texas ;  3  Years  Edgewood  Independent  School  District,  San  Antonio,  Texas : 
10  Years  Crockett  Elementary  School,  San  Antonio,  Texas ;  3  Years  Social 
Worker,  Inman  Christian  Center,  San  Antonio,  Texas ;  10  Years  Member,  San 
Antonio  Teachers  Council :  14  Years  Texas  State  Teachers  Association :  14 
Years  National  Education  Association  (NEA),  Life  Member — National  Educa- 
tion Association  (NEA)  ;  and  2  Years  Phi  Delta  Kappa. 

POLITICAL   AND    LEGISLATIVE   RECORD 

Precinct  Committeeman — Three  (3)  terms;  State  Representative — One  d) 
term,  1965 ;  Authored  the  Constitutional  change  which  later  became  law,  ex- 
tending old  age  assistance  benefits  to  non-citizens  who  have  lived  in  the  U.S. 
for  25  years  or  more.  Chairman  of  statewide  campaign  which  successfully 
pushed  this  amendment  through  to  approval. 

State  Senator — 1966  to  1972.  Senate  Author  of  Legislation  Enacted :  Mini- 
mum Wage  Law ;  State  Supported  Kindergarten ;  TSTA  45-minute  teacher 
planning  time ;  UTSA,  Dental,  and  Nursing  Schools ;  Bilingual  Act ;  Resolu- 
tion to  Ratify  the  lowering  of  Voting  Age  to  18 ;  and  Legislation  to  provide 
funds  for  Criminal  Justice  Council. 

CIVIC 

Executive  Board  and  Charter  Member,  National  Urban  Coalition.  Washing- 
ton, D.C. ;  Charter  Member,  Common  Cause,  Washington,  D.C. ;  Charter  Mem- 
ber, RASSA,  a  Spanish  Speaking  group  organized  to  lobby  on  related  issues, 
Washington,  D.C;  Board  Member,  Voter  Education  Project  (VEP),  Atlanta, 
Georgia ;  Charter  Member  and  Board  President,  Interstate  Research  Asso- 
ciates, Washington,  D.C. ;  Board  Member,  Mexican  American  Legal  Defense 
and  Educational  Fund  (MALDEF),  San  Francisco,  California;  Board  Mem- 
ber, Texas  United  Community  Services,  Austin ;  Member,  LULAC  Council  No. 
16;  Member,  Pan  American  Optimist  Club;  Past  CYO  "Coach  of  the  Year" 
1950 ;   and  Sponsor,  Junior  American  Red  Cross,  5-year  pin. 

AWARDS 

1966. — The  Vocational  Agriculture  Teachers'  Association  of  Texas :  Texas 
Distinguished  Service  Award  for  Legislative  Leadership. 

1966. — Outstanding  Contribution  in  the  field  of  Legislation.  The  IMAGE 
Organization. 

1966. — Special  Award  for  Public  Relations  in  Legislative  Affairs,  Alamo 
District  II  Executive  Committee — Texas  State  Teachers  Association. 

1966. — "Mr.  Ex"  Award  for  outstanding  work  done  by  an  ex-student,  Sidney 
Lanier  High  School  Alumni  Association. 

1967. — Outstanding  Leader  of  Texas  Award  by  the  Congress  of  Political 
Action. 
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1967. — Certificate  of  Appreciation  for  special  effort  in  attempting  to  provide 
a  Mininmui  AVage  for  Texas  Workers,  United  Labor  Legislative  Committee, 
Texas  AFL-CIO. 

1967. — United   Steel  Workers  of  America  Award:  "Friend  of  the  Worker". 

1969.— Human  Rights  Award  for  outstanding  contribution  in  the  field  of 
human  relations — National  Education  Association. 

1969. — Sponsor,  Minimum  Wage,  61st  Legislature,  AFL-CIO. 

OTHER 

Member,  Democratic  National  Committee,  Washington,  D.C.,  1972-1976. 


Biographical  Sketch  of  Michael  A.  Mendelson 

Occupation:  Attorney. 

Present:  Partner,  Exelrod  and  Mendelson;  Primarily,  criminal  trial,  appel- 
late and  Civil  Rights  Law. 

1071-1973:  Director,  law  reform  section  Mexican  American  Legal  Defense 
Fund,  San  Francisco,  CA. 

1970-1971 :  Deputy  Director,  El  Paso  Legal  Services,  El  Paso,  Texas. 

1968-1970:  Staff  Attorney,  Mexican  American  Legal  Defense  Fund,  San 
Antonio,  Texas. 

Education :  University  of  Maryland  School  of  Law,  Graduated  1968,  J.D. 
University  of  Maryland,  College  Park,  Md.,  graduated  1965,  B.A.  in  English 
and  Chemistry. 

Bar  Membership :  United  States  Supreme  Court,  United  States  Courts  of 
Appeal  for  the  9th  Circuit,  for  the  5th  Circuit,  United  States  District  Court, 
Western  District  of  Texas,  Northern  District  of  California,  State  Bar  of  Texas, 
and  State  Bar  of  California. 

Bom :  Washington,  D.C.,  April  13,  1943. 


Curriculum  Yitae  of  Mr.  Pannill 


PERSONAL 


Name  :  Fitzhugh  Carter  Pannill,  Jr. 

Date  of  Birth :  July  4,  1921. 

Marital  Status  :  Married  ;  three  children. 

EDUCATIONAL   AND   PROFESSIONAL   EXPERIENCE 

Bronxville  (N.Y.)  High  School,  Graduated  1937. 

Derfield   (Mass.)  Academy,  Graduated  1938. 

Yale  University  (Major  in  Spanish),  B.S.  1942. 

Yale  University  School  of  Medicine   (Accelerated  Program),  M.D.  1945. 

Rotating  Internship:  Hermann  Hospital,  Houston,  Texas,  1945—46  (9 
months). 

T'nited  States  Army  Air  Force:  April  194(3-December  1947,  assigned  to 
Mitchell  Field,  New  York. 

House  Officer,  Huntington  Hospital,  Huntington,  New  York,  December  1947— 
June  1948. 

Assistant  Resident  in  Medicine,  Hermann  Hospital,  Houston,  Texas.  1948— 
1949. 

Resident  in  Medicine,  Veterans  Administration  Hospital,  Houston.  Texas, 
1949-1951. 

Instructor  in   Medicine :    Baylor   University  College  of  Medicine,  1951-1952. 

Assistant  Professor  of  Medicine :  Baylor  University  College  of  Medicine, 
1952-1954. 

Private  practice  in  Internal  Medicine,  Medical  Arts  Clinic  Corsicana,  Texas, 
1954-1960. 

Clinical  Instructor  in  Medicine:  The  University  of  Texas  Southwestern 
Medical  School,  Dallas,  Texas,  1959-1960. 

Associate  Professor  of  Medicine :  The  Hahnemann  Medical  College  and  Hos- 
pital of  Philadelphia,  1960-1961. 
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Assistant  Dean  for  Grants  and  Sponsored  Research  and  Assistant  Professor 
of  Internal  Medicine :  The  University  of  Texas  Sputhwestern  Medical  School, 
Dallas,  Texas,  1961-1964. 

Dean  and  Professor  of  Medicine,  The  University  of  Texas  Medical  School  at 
San  Antonio,  San  Antonio,  Texas,  1965-1973. 

Vice  President,  Faculty  of  Health  Sciences,  State  University  of  New  York 
at  Buffalo.  Buffalo,  New  York,  1973-. 

Professor  of  Medicine,  SUNYAB,  1973-. 

GENEKAL 

Diplomate,  National  Board  of  Medical  Examiners,  1946. 

Certified  by  the  American  Board  of  Internal  Medicine,  1953. 

Fellow,  American  College  of  Physicians,  1959. 

Recipient  of  the  Christian  R.  and  Mary  F.  Lindback  Award  "For  Excellence 
in  Teaching".  Hahnemann  Medical  College,  June  1961. 

Recipient  of  the  John  and  Mary  R.  Markle  Foundation  Award  as  a  "Scholar 
in  Academic  Medicine".  1962-1967. 

PUBLICATIONS 

1.  Syphilis  and  Lymphogranuloma  Venereum.  Bull.  U.S.  Army  Medical  Dept. 

J*.  Chapman,  D.  W.,  Pannill,  F.  C,  and  Skaggs,  R.  H. :  A  New  Cation  Ex- 
change Resin  in  the  Therapy  of  Edematous  States.  Amer.  Pract.  and  Digest  of 
Treatment.  November,  1951.  Vol.  2. 

3.  Pannill,  F.  C.  and  Smith,  J. :  The  Chronic  Alcoholic,  J.A.M.A.  171 :2299- 
2303,  December  26,  1959. 

4.  Pannill,  F.  F. :  Managament  of  Chronic  Alcoholism :  Pharmacotherapy. 
The  First  Hahnemann  Symposium  on  Psychosomatic  Medicine.  Copyright  1962 
by  Lea  &  Febiger. 

5.  Pannill,  F.  C. :  To  Be  A  Doctor :  Know  and  Fulfill  Medical  School's  Re- 
quirements. Texas  State  Journal  of  Medicine,  Vol.  62.  April,  1966. 

6.  Pannill,  F.  C. :  A  New  School  of  Medicine.  Clinical  Research  15,  p.  9, 
January,  1967. 

7.  Pannill,  F.  C. :  Help  for  the  Health  Professions.  Texas  Medicine  64,  p.  29, 
July.  1968. 

8.  Pannill,  F.  C. :  Mandate  for  Medical  Schools.  Postgraduate  Medicine,  Vol. 
45,  pp.  221-223,  February,  1969.         

Curriculum  Vitae  of  Dr.  Faggett 

Name :  Walter  L.  Faggett,  II. 

Date  of  Birth  :  April  11,  1937. 

Place  of  Birth :  Greensboro,  N.C. 

Marital  Status :  Married. 

Children :  Two — "Walter  L.,  Ill,  Damon  Scott. 

High  School :  Boston  Latin  High  School — 1955. 

College  Education :  Howard  University,  Washington,  D.C. ;  Central  State 
College,  Wilberforce,  Ohio— B.S.  1959. 

Medical  Education:  University  of  Michigan,  Ann  Arbor,  Michigan— M.D. 
1968. 

Internship:    Rotating— Walter    Reed    General    Hospital,    Washington,    D.C., 

1968-1969. 
Residency:    Pediatrics— Walter   Reed   General    Hospital,    Washington,    D.C, 

1969-1971. 

Fellowship:  Children's  Hospital  of  the  District  of  Columbia  Adolescent 
Medicine  Fellowship,  1  Sept.  1971-31  Aug.  1972. 

Professional  and  Educational  Societies:  Phi  Chi,  Alpha  Chi  Sigma.  AMA. 
National  Medical  Association,  Medico-Chirurgical  Society,  The  Medical  Society 
of  the  District  of  Columbia  &  National  Association  of  Residents  &  Interns.  San 
Antonio  Pediatric  Society.  D.  C.  Medical  Society  (Committee  on  Drug  Abuse), 
Bexar  County  Anemia  Association — Chairman  of  the  Board,  Adolescent  Medi- 
cine Society. 

Board  Certification:  Board  eligible — pediatrics. 

Licenses:  Michigan  and  National  Board  of  Medical  Exam,  District  of  Co- 
lumbia, Maryland. 


261 

Present  position:  Cliief,  Adolescent  Medicine,  Brooke  Army  Medical  Center, 
Fort  Sam  Houston,  Texas;  Vice  President,  Health  Incorporated,  San  Antonio, 
Texas. 

Projects:  Drug  Abuse  Group  Therapy  1971-72,  Lead  Poisoning  Project  and 
Film  Consultant  (The  Hidden  Epidemic),  Sickle  Cell  Anemia — Bexar  County 
Anemia  Association,  Inc. 

Other:  Optimist  Club — Charter  Member,  Eastside,  San  Antonio,  Texas,  Out- 
standing Young  Man  of  America,  Inc.,  Citizenship  Award — Omega  Psi  PhJ 
Fraternity,  1973,  President,  Senior  Class,  University  of  Michigan  Medical 
School  1962-68,  Consultant — United  Negro  College  Fund  Conference  Premedi- 
cal  Education  Committee — 1974,  Atlanta,  Georgia,  and  Consultant — Josiah 
Macy  Foundation  Conference  Minority  Recruitment  and  Enrollment  in  Health 
Professions — 1969,  New  York. 

Biographical  Sketch  of  Jackee  Cox,  Health  Care  Consumer 

EDUCATION 

Ph.D.  student — University  of  Michigan,  1971-72 — Comparative  Literature. 
M.A. — Wayne  State  University,  1971 — English  Literature. 
B.A. — University  of  Texas,  Austin,  1967 — Spanish  Literature. 

EMPLOYMENT 

1972  to  present  time — Editor  and  free  lance  writer,  Ann  Arbor,  Michigan 
and  Austin,  Texas. 

1971-72 — Teaching  Assistant,  Department  of  English,  Univ.  of  Michigan. 

1970-71 — Instructor,  Highland  Park  Community  College,  Highland  Park, 
Mich. 

1!)70 — Education  Projects  Coordinator,  Highland  Park  Model  Cities  Pro- 
gram, Highland  Park,  Michigan. 

1969 — Teacher,  Detroit  Public  Schools. 

1968— Writer-editor,  National  Institutes  of  Health,  Bethesda,  Md. 

19(57 — Management  Intern,  Department  of  Housing  and  Urban  Development, 
Washington,  D.C, 
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Exhibit  10. — Prepared  Statement  of  Dr.  Faggett 

Prepared  Statement  of  Walter  L.  Faggett,  M.D.,  Vice  President, 
Health,  Inc.,  San  Antonio,  Tex. 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  Dr.  W.  L.  Faggett,  II, 
Chief,  Adolescent  Medicine,  Brooke  Army  Medical  Center ;  Instructor  in  Pedi- 
atrics, University  of  Texas  Health  Science  (Medical)  Center,  San  Antonio; 
National  co-chairman  of  the  Aerospace  and  Military  Medicine  Section  of  the 
National  Medical  Association ;  Vice  President  of  Health,  Incorporated,  San 
Antonio.  I  am  a  member  of  the  D.  C.  Medical  Society,  the  San  Antonio  Pediatric 
Society  and  I  am  Chairman  of  the  Board  of  the  Bexar  County  Anemia  Associa- 
tion, a  consumer-oriented  educational  program  dealing  with  the  anemias. 

I  am  testifying  today  as  a  pediatrician  concerned  about  changing  the  climate 
of  fear  and  elitism  so  evident  in  our  health  care  delivery  system  at  present.  I 
believe  firmly  that  health  care  is  a  basic  and  necessary  human  right.  I  addressed 
my  comments  to  this  point  in  my  graduation  speech  entitled  "Quality  Health 
Care  For  All"  at  the  University  of  Michigan  in  June  1968.  I  noted  that  we  as 
new  physicians  are  inheriting  the  privilege  and  problems  of  providing  the  high- 
est quality  of  care  to  all  patients.  It  is  imperative  that  our  role  in  this  capacity 
be  clearly  defined  and  enhanced  through  an  awareness  of  the  medical  and  social 
needs  of  present-day  society.  We  have  received  the  finest  technological  and 
scientific  preparation  in  the  world  and  must,  from  this  point  on,  determine  how 
we  can  best  apply  our  knowledge  and  training,  in  meeting  this  challenge  of  the 
health  crisis  so  imminent  at  this  time.  (1968)  As  leaders  of  the  health  team 
as  well  as  the  community,  the  physician  is  in  a  uniquely  strategic  position  to 
mold  and  conceptualize  improved  methods  in  organization  of  health  care  de- 
livery. We  are  free  to  determine  our  own  level  of  commitment  in  seeking  solu- 
tions to  this  growing  problem  whether  in  our  own  practice,  local  medical  orga- 
nization or  in  community  work.  There  is  a  need  for  a  professional  guidance 
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and  commitment  to  assure  that  the  practice  of  medicine  within  the  physicians 
field  of  activity  is  as  efficient  and  competent  as  our  training  and  ability  can 
provide.  The  traditions  of  medicine  are  very  well  entrenched  and  are  resistant 
to  criticism  and  evaluation.  The  Hippocratic  oath  was  written  to  provide 
guidelines  for  practicing  medicine  as  It  was  known  during  Hippocrates'  time. 
Revised  abortion  laws,  rapid  advances  in  medicine,  such  as  organ  transplanta- 
tion and  artificial  biochemical  synthesis  of  life  itself,  force  us  to  reconsider 
our  interpretation  and  application  of  this  ancient  document.  Indeed,  the  exclu- 
sion of  the  physicians'  social  obligation  to  the  patient  community  in  this  basic 
document  of  medical  practices,  emphasizes  yet  another  inadequacy  therein.  The 
Clinical  nature  of  today's  health  problems  demand  that  imaginative  new  philo- 
gophies  and  programs  must  be  undertaken  to  assure  use  of  modern  concepts  in 
the  practice  of  medicine.  Dr.  Marion  Folsom,  speaking  at  the  White  House 
Conference  of  Health,  stated  that  health  is  a  basic  human  right  and  that 
comprehensive,  continuous,  and  personal  care  should  be  available  to  all.  In 
this  abundant  society  he  noted  that  we  have  the  resources,  capacity,  and  obli- 
gation to  do  this.  The  cost  of  health  care  today  has  sky-rocketed  to  300%  more 
than  the  rates  of  10  years  ago.  Now  most  Americans  are  the  disadvantaged 
majority  with  medicaid  and  medicare  offering  better  protection  to  the  indigent 
than  the  coverage  available  to  the  general  public.  (As  your  committee  is  inves- 
tigating) some  method  of  cooperation  between  private  and  public  insurance, 
plans  must  be  sought  to  provide  better  health  protection  for  all  people.  Increased 
protection  will  result  in  increased  demands  for  medical  care  with  further 
straining  on  the  already  inadequate  medical  care  system  ...  a  very  real  health 
crisis  is  developing.  The  350,000  physicians  in  practice  handle  over  900  million 
patient  visits  per  year.  The  patient  load  is  increasing.  Better  utilization  of  para- 
medical personnel  and  a  more  efficient  delivery  of  health  care  must  be  effected 
if  we  are  to  provide  high  quality  care  for  all  people.  This  is  our  challenge  and 
we  accept  it  with  serious  concern.  As  I  mentioned  this  was  my  concept  at  the 
time  of  graduation  from  medical  school  in  1968.  It  is  interesting  that  the  prob- 
lems remain  the  same  six  years  later. 

Since  then  I  have  been  active  in  community  health  programs  while  at  Walter 
Reed  and  D.C.  Childrens  Hospital ;  I  was  in  private  practice  for  nine  months 
during  my  adolescent  medicine  fellowship.  During  this  past  year  I  have  been 
involved  in  the  establishment  of  a  consumer-oriented  county-wide  educational 
program  dealing  with  the  problem  of  anemias,  with  the  main  focus  being  on 
education  of  the  consumer  and  appropriate  entry  into  the  health  care  delivery 
system,  from  which  many  of  the  patients  we  deal  with  have  been  excluded.  In 
preparing  my  testimony  I  have  interviewed  several  people,  private  practitioners 
in  the  city  of  San  Antonio,  consumers  in  the  city  of  San  Antonio,  several  health 
planners  and  finally  would  like  to  share  a  personal  experience  of  the  tragic 
result  of  an  intensive  health  care  delivery  system  involving  the  city  of  Boston 
and  resultant  death  of  a  consumer. 

First,  I  would  comment  that  it  would  be  very  difficult  for  certain  segments  of 
the  consumer  and  physician  population  to  give  knowledgeable  answers  to  some 
of  the  complex  questions  which  your  committee  proposes.  I  will,  however,  try 
to  answer  your  questions  as  a  pediatrician  with  the  consumer  interest  in  mind. 

1.  In  answer  to  the  first  question,  (How  does  competition  or  the  lack  thereof 
effects  the  cost  and  quality  of  health  services?)  one  would  have  to  interpret 
this  as  meaning  the  traditional  economic  mechanisms  involving  supply  and 
demand  curve  so  that  when  demand  goes  up  supply  decreases  depending  on 
who  is  controlling  the  supply.  Health  planners  state  that  the  health  care 
industry  does  not  respond  to  traditional  market  mechanisms  as  we  know  them. 
There  are  certain  aspects  of  the  health  industry  that  might  conform  to  prin- 
ciples— as  a  general  rule  they  do  not.  Therefore,  it  would  be  very  hard  to 
answer  how  competition  would  effect  cost  of  quality  of  health  care  services. 
One  of  the  most  important  factors,  is  the  availability  and  accessibility  of 
health  manpower  by  the  varioxis  consumers  who  want  to  receive  these  services. 
I  think  this  presupposes  a  knowledgeable  consumer  population  which  is  not 
true  in  certain  segments  of  the  nation,  and  definitely  evidenced  in  San  Antonio. 
(Per  Sen.  Bernal  and  INIr.  Olson.) 

2.  (How  does  the  health  care  sector  depart  from  traditionnl  competitive 
market  assumptions  of  many  well  informed  independently  acting  buyers  and 
Belters  and  free  entry  for  other  buyers  and  sellers?)    In  the  traditional  com- 
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petitive  market  ruthless  competition  in  the  economic  sense  assumes  that  ineffi- 
cient operators  will  be  driven  from  the  market  and  therefore  only  efficient 
operators  will  remain  in  competition.  In  the  health  care  industry  inefficient 
operators  traditionally  have  been  able  to  make  as  much  money  m  the  health 
care  business  as  efficient  operators  and  sometimes  even  more  money.  Using 
as  an  example  the  traditional  group  practice  model,  such  as  that  at  Kaiser- 
Permanente,  et  al,  these  group  practices  did  operate  more  efficiently  when 
compared  to  solo  practices  which  were  inefficient  also/more  profitable  because 
of  the  basic  nature  of  health  care  delivery  in  this  country.  It  is  apparent  from 
these  models  that  there  is  a  financial  barrier  to  the  buyer,  which  precludes 
free  entry.  Inefficient  operators  are  too  often  allowed  to  exclude  consumers 
because  of  ignorance  of  the  consumer.  The  patient  population,  who  in  their 
crisis-oriented  entry  via  emergency  room  in  an  emotional  state,  are  hardly 
able  to  utilize  adequate  judgment  in  terms  of  best  care  available  or  cost- 
efi'ectiveness  of  the  health  services  rendered. 

3.  (If  Congress  reduces  the  ability  to  pay  barrier  can  we  expect  a  private 
market  to  work  well  where  unregulated  non-profit  hospitals,  when  third-party 
payment  by  insurers  and  government  are  dominant  influences  over  resource 
allocation?')  It  would  appear  that  the  federal  government  has  now  become 
one  of  the  major  third  party  payers  in  the  health  care  delivery  system  in  thi.s 
country.  Blue  Cross,  Blue  Shield,  and  the  various  insurance  companies  repre- 
sent the  other  major  third  party  payers.  The  third  party  payers  have  gained 
more  leverage  in  the  health  care  delivery  system  by  virtue  of  their  control 
in  a  profit  motivated  industry.  If,  for  example,  as  shown  by  the  Congressional 
Record,  the  federal  government  is  paying  a  very  high  percentage  of  the  health 
care  bill,  then  Congress'  leverage  relative  to  change  in  the  federal  system  will 
increase  in  the  private  market.  In  the  unregulated  non-profit  hospitals  the 
significant  portion  of  the  third  payment  is  coming  from  the  Federal  govern- 
ment, thus,  one  can  expect  more  regulation  as  the  Federal  expenditure  in- 
creases to  the  hospital.  This  is  further  emphasized  by  the  fact  that  the  Federal 
government  did  indeed  utilize  Phase  4,  3,  and  2  types  of  controls  over  the 
economy,  including  the  health  care  industry.  I  think  that  if  there  is  more 
enforceable  regulations  so  that  there  is  a  reduction  in  financial  barriers  the 
private  market  will  improve. 

4.  (What  are  the  prospects  of  obtaining  adequate  performance  in  either  a 
planned  non-competitive  regulated  system  or  a  completely  restructed  competi- 
tive market  maintained  by  anti-trust?)  One  has  to  emphasize  that  the  hospital 
is  primarily  the  workshop  for  the  physician.  It  is  very  apparent,  however,  that 
the  attitude  of  a  physician  has  one  of  the  most  profound  influences  over  the 
health  care  delivery  system.  I,  as  a  physician,  came  to  the  medical  profession 
with  a  good  deal  of  idealism  and  humanitarian  goals.  In  medical  school,  a 
de-humanizing  process  took  place  as  the  business  aspects  of  medicine  were 
increasingly  emphasized.  I  was  encouraged  to  be  less  idealistic  and  more  ma- 
terialistic (paying  rent,  repayment  of  medical  school  loans,  attaining  a  life 
style  traditionally  attributed  to  a  physician).  The  attitude  of  the  individual 
private  practitioner  in  either  a  non-competitive  regulated  or  restructured  com- 
petitive market  still  has  a  certain  influence  on  the  cost.  I  have  benefited  from 
my  personal  exposure  to  problems  of  uninformed  consumers  such  as  welfare 
recipients,  working  poor,  and  others  described  in  Mr.  Wallace's  statement  (Bill 
Wallace,  consumer  representative,  Bexar  County  Anemia  Association.  San 
Antonio,  Texas).  There  is  a  great  need  for  greater  consumer  education  and 
input  in  developing  sensitive,  quality,  health  care  system. 

Uninformed,  defenseless  consumers  are  (liiinfj  daily  from  preventable  com- 
plications due  to  the  absence  of  sufficient  regulatory  mechanisms  in  certain 
protected  health  institutions.  Senator  Kennedy  might  be  especially  interested 
in  a  representative  case  in  1072  in  Boston,  which  demonstrates  clearly  how 
institutions  of  high  repute  practice  benign  neglect  on  welfare  recipient  patients. 
A  10  year  son  was  left  motherless  by  the  negligent,  insensitive,  class  oriented 
lack  of  care,  complicated  by  human  experimentation  and  denial  of  dignitv, 
even  in  death,  perpetrated  by  the  elite  house  staff  of  a  very  prestigious  insti- 
tution. Most  patients  in  her  position  are  at  risk  with  every  hospitalization  : 
and  it  requires  that  the  primary  responsible  physician  have  some  humanistic 
respect  for  the  quality  of  human  life  to  prevent  the  count'ess  and  senseless 
loss  of  life  (not  to  mention  dignity)  of  our  less  fortunate  fellow  human 
beings. 
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Any  system  that  is  designed  to  deliver  health  care  must  separate  conceptu- 
ally the  well  being  of  human  beings  from  the  profit  motivated  industry  vis 
a  vis  oil,  steel,  automotive  and  drug  industries. 

Physicians  who  appear  concerned  about  the  total  well  being  of  their  patients 
are  often  questioned  and  denigrated  about  their  positions  and  held  suspect  by 
their  colleagues.  That  type  of  concept  is  contrary  to  the  recommended  em- 
pathetic  approach  one  is  taught  in  medical  school,  and  appears  irrelevent  to 
ascending  to  the  ivory  tower  of  medical  excellence. 

Dr.  William  N.  Hubbard  (Dean  of  University  of  Michigan  Medical  School, 
1965-70,  presently  vice  president  of  Upjohn  Company)  helped  me  to  maintain 
the  morality  and  conviction  of  my  beliefs  and  could  comment  much  more  elo- 
quently than  I  on  the  moral  responsibility  of  a  physician  in  the  updated 
Hippoeratic  rather  than  hypocritical  sense. 

I  might  add  that  hospital  adiuinistration  cost  far  exceeds  the  physicians  fees 
at  this  point.  Prospects  will  be  good  in  a  completely  restructured  competitive 
market  maintained  by  anti-trust.  I  hasten  to  add  that  I'm  not  too  familiar 
with  the  anti-trust  implications,  but  I  would  imagine  that  this  would  be  one 
of  the  regulating  mechanisms  in  this  health  care  system. 

Question  #5,  should  there  be  a  mix  of  planning  of  competitive  enterprises 
if  so,  how  do  we  strike  the  balance  most  beneficial  to  consumers.  Yes,  there 
could  be  a  mix  between  planning  and  competitive  enterprise  in  this  country, 
and  I  think  that  will  work  well.  If  I  were  asked  to  give  you  some  indication 
of  what  percent  of  the  health  care  industry  could  be  competitive  enterpri.se, 
I  would  probably  .say  maybe  10  and  at  most  15  or  20%  in  a  highly  affluent 
country  like  this.  This  isn't  based  on  any  specific  data.  Approximately  80% 
of  our  health  care  industry  could  participate  in  a  national  health  plan  and 
because  of  the  affluence  of  this  country,  approximately  15-20%  could  remain 
in  the  private  sector.  As  to  the  planning  phase  of  this  competitive  enterprise, 
PL  89-749,  the  comprehensive  health  planning  act  of  10G6-67,  opened  the  doors 
to  more  realistic  planning  in  this  country  in  the  health  care  industry.  This  act 
later  called  the  Partnership  for  Health  Act,  provided  a  mechanism  for  providers, 
consumers  and  government  to  come  together  and  plan  for  orderly  change  and 
orderly  delivery  of  health  care  services  in  this  country.  For  the  first  time,  the 
consumer  would  have  a  direct  voice  into  the  health  planning  process  and 
indeed  into  the  health  care  industry.  A  community  would  not  have  to  rely 
solely  on  the  practitioner  to  be  its  advocate  in  health  matters.  While  there 
have  been  many  shortcomings  in  this  planning-direction,  there  have  also  been 
many  things  that  have  been  positive  and  good.  This  mechanism  provides  that 
planning  be  meaningful  and  the  full  utilization  of  that  mechanism  will  produce 
a  new  kind  of  health  care  delivery  system  which  should  be  balanced  with  a 
new  kind  of  competitive  enterprise  in  this  country.  An  80-20%  ratio  might  be 
a  feasible  goal  for  an  evolving  sensitive  system.  The  goals  of  planning  should 
be  the  assurance  of  efficiency  of  health  services  and  acceptability  to  all  age 
groups,  ethnic  groups,  income  groups  in  all  locations  of  community  and  how 
does  health  cnre  planning  assure  this?  Looking  at  some  of  the  countries  that 
have  been  in  the  planning  business  for  a  long  time  on  a  comparative  health 
care  delivery  system  basis,  such  countries  as  Sweden,  Israel,  and  England ;  we 
can  see  where  planning  has  improved  the  business  of  accessibility  to  health 
care  for  the  total  population  of  those  countries.  We  can  also  see  where  con- 
sumers in  those  countries  have  considerable  input  into  the  health  care  delivery 
system  and  this  assures  accessibility,  availability,  and  acceptability  of  the 
services  that  they  will  receive.  This  is  something  we  did  not  have  in  this 
country  and  I  think  that  PL  89-749  at  least  gives  us  the  possibility  of  planning 
by  which  we  can  hope  to  realize  the  development  of  effective  health  care 
delivery  systems.  Dr.  Kerr  White,  in  his  description  of  the  British  experience 
does  state  that  traditional  statistics  and  plans  appear  to  deal  with  the 
effectiveness  in  terms  of  mortality  and  morbidity  of  disease  rather  than  of 
quality  of  life.   (Reference  September  1973  issue  of  Scientific  American.) 

Comprehensive  health  planners  tend  to  focus  on  measures  of  effectiveness  in 
terms  of  mortality  and  cure  rate  of  disease  and  tend  not  to  deal  in  what 
people  want  in  terms  of  alleviation  of  anxiety,  pain  and  discomfort  (quality 
of  life). 

What  if  any  artificial  restraints  private  and  public  barriers  to  entry  and 
restrictive  activities  and  practices  by  organized  medicine  constrain  the  supply 
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aud  mobility  of  healtli  manpower  and  opportunities  for  achieving  more  effi- 
ciency in  the  organization  of  marketing  of  medical  services? 

My  assumption  is  that  health  manpower  has  been  traditionally  restrained  in 
this  country  and  this  does  have  an  effect  on  the  supply  and  demand  equation. 
Let's  take  the  physician  for  example :  50%  of  qualified  students  attempting  to 
get  into  medical  school  are  rejected  each  year.  On  the  other  hand,  if  you  look 
at  the  secondary  zone  of  our  health  care  delivery  system,  the  voluntary  com- 
munity hospital,  almost  30-35%  of  the  house  staff  of  those  hospitals  are 
FMGs,  foreign  medical  graduates.  This  means  that  50%  of  the  qualified 
applicants  that  got  into  medical  school  in  this  country  would  continue  to  be 
the  elite  of  the  particular  profession  and  in  terms  of  the  stratification  would 
always  be  at  the  top  of  the  heap.  Let  us  look  at  another  variable  which  affects 
the  restraints  of  health  manpower.  This  has  to  do  with  certification  laws  and 
licensing  laws.  I  think  most  of  the  states  with  respect  to  physicians  do  have 
some  type  of  reciprocity  with  other  states,  but  if  you  look  at  dentists,  the 
situation  is  quite  different.  It  is  almost  impossible  for  a  denist  to  move  into 
the  State  of  Florida  because  of  the  reciprocity  laws,  to  move  into  California 
and  some  of  these  other  states  which  are  retirement  havens  and  where  the 
practice  is  quite  lucrative.  Those  states  do  not  allow  dental  manpower  to  move 
in  some  other  states.  There  have  been  artificial  restraints  on  health  manpower 
and  it  does  have  an  effect  on  the  access,  the  quality,  the  availability  of  services 
to  the  consumer  and  the  health  care  industry.  The  traditional  training  mecha- 
nisms have  all  been  individual  yet  parallel  avenues  of  approach  to  the  health 
profession.  For  example,  it  would  be  much  more  rational  if  tlie  medical  field 
has  a  common  kind  of  background  for  health  manpower  training  such  as  a 
career  ladder.  For  example,  if  a  nurse  who  had  5  years  of  practice  desired  to 
go  into  tlie  medical  profession  he  or  she  should  be  able  to  return  to  school  to 
a  specific  level  in  the  ladder  based  on  the  needs  of  the  individual  and  the 
requirements  of  that  profession,  and  then  progress.  From  an  economic  point  of 
view,  the  restraint  on  the  quantity  of  health  manpower  has  made  for  high 
salary  differentials  (as  with  other  professions).  This  may  have  cause,  but 
from  a  global  view  it  has  limited  the  delivery  of  health  services,  the  access  of 
health  services,  the  availability  of  health  services  and  the  acceptability  of 
health  services.  It  has  been  a  profound,  dampening,  and  restraining  kind  of 
practice. 

What  is  the  effect  if  any  of  rules  of  medical  ethics  or  customs  or  pressures 
on  the  delivery  of  physician  services ;  I  think  Dr.  Bellinger's  statement  answers 
this  question  from  a  San  Antonio  viewpoint.  I  do  personally  know  of  the  role 
of  the  local  medical  society  across  the  country,  Massachusetts,  D.C.,  and  Texas, 
whereby  a  physician  must  belong  to  the  Jocal  medical  society  in  order  to  get 
hospital  privileges.  Then  there  is  a  peer  review  board  in  most  local  medical 
societies  which  does  monitor  the  standard  of  medical  practices.  It  is  interesting 
that  I  am  probably  at  risk  in  testifying  in  terms  of  my  own  personal  relation 
to  the  local  medical  society  as  evidenced  by  the  fear  of  some  local  physicians 
to  testify  because  of  possible  reprisals  in  the  form  of  difliculty  in  obtaining 
licenses,  exhausting  review  of  hospital  charts  and  Blue  Cross-Blue  Shield 
reports,  and  similar  methods.  There  are  other  ways  in  which  a  physician's 
services  can  be  subject  to  rules  and  pressures  by  organized  medicine,  especially 
from  the  viewpoint  of  a  specialist  who  must  depend  on  referrals  from  other 
physicians  in  order  to  practice.  This  climate  of  fear  of  reprisal  is  contrary  to 
progress  ASPS  cannot  speak  for  me. 

What  if  any  discriminatory  pricing  practices  exist  in  the  medical  services 
market  and  what  could  be  done  to  eliminate  them? 

Discriminatory  prices  and  practices  do  exist  in  the  health  care  field.  I  think 
probably  one  example  of  discriminatory  practices  in  the  health  care  field  has  to 
do  with  who  has  access  to  medical  services.  Generally,  we  know  if  you  live 
in  the  urban  place  then  you  have  access  to  health  services  much  greater  than 
if  you  live  in  the  rural  place.  If  you  live  in  the  suburbs,  you  have  much  greater 
access  to  medical  care  than  if  you  live  in  the  ghettos.  If  you  live  on  the  East 
Coast  or  West  Coast  you  have  much  more  access  to  medical  services  than  if 
you  live  in  the  rural  midwest.  This  is  an  example  of  discriminatory  practice 
that  has  no  reference,  specifically,  to  race,  religion  or  ethnic  origin,  but  yet 
it's  discriminatory  in  a  sense  because  of  the  maldistribution  practices  which, 
of  course,  would  occur  in  any  totally  free  society  because  the  practitioners  will 
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drift  where  the  most  affluent  populations  are  and  where  living  is  best.  I 
think  to  control  this  we  must  have  some  type  of  incentive  to  get  people  to 
operate  in  areas  which  may  not  be  so  economically  conducive  or  socially 
conducive  to  practice.  One  approach  is  to  increase  the  numbers  of  minority 
practitioners  in  the  health  professions  to  include  women  as  well  as  racial  .and 
ethnic  groups  because  I  think  this  breaks  down  traditional  barriers  which  are 
discriminatory. 

We  should  have  a  broader  representation  of  the  consumers  as  providers  of 
health  care  services.  One  could  expect  better  distribution  because  physicians 
from  the  ghetto  and  barrio  would  tend  to  migrate  back  to  those  areas  so  that 
programs  such  as  the  National  Health  Service  Corps,  et  al,  would  indeed  be 
able  to  develop  practices  in  areas  of  need.  The  real  and  urgent  need  for  the 
National  Health  Service  Corps  reemphasizes  the  fact  that  there  is  indeed 
maldistribution  which  is  requiring  the  present  intervention  to  provide  essential 
medical  services  to  remote  areas.  Hopefully,  composition  of  NHSC  will  reflect 
the  composition  of  the  community  being  served. 

Since  the  Federal  government  is  the  major  third  party  payer  it  would  appear 
that  with  the  existence  of  some  regulatory  type  mechanism  that  discriminatory 
price  practices  will  be  eliminated  in  the  future. 

What  if  any  anti-competitive  problems  are  posed  by  prepaid  companies  in 
group  practice  plans  being  sponsored,  controlled  and  marketed  by  hospitals, 
doctors,  foundations  for  medical  care,  professional  service  reviewers,  Blue  Cross 
and  Blue  Shield? 

I  do  think  that  it  creates  a  marketing  problem  ergo  an  HMO  in  the  city  of 
San  Antonio.  Probably  the  reason  why  large  pockets  of  the  disadvantaged 
have  not  been  included  in  this  HMO  is  because  of  the  traditional  profit  motive 
principles  and,  of  course,  an  HMO  couldn't  operate  in  our  society  unless  it 
had  the  profit  motive  built  into  it.  For  this  reason,  I  favor  a  health  utility 
model  and  also  the  franchising  model.  By  this  I  mean  instead  of  the  HMO 
just  going  out  and  deciding  which  population  they  will  enroll,  for  example,  the 
middle  class  population  with  decreased  medical  risk  in  order  to  keep  the 
profit  motive  posture  up.  A  franchising  model  would  suggest  that  a  group 
practice,  an  HMO,  would  bid  on  a  specific  population  and  on  this  basis  some 
governmental  agency  would  decide  on  the  basis  of  the  low  bid  or  whatever 
practice  they  would  use  which  corporation  would  win  the  franchise  to  deliver 
comprehensive  services  to  that  community.  This  way  we  keep  some  kind  of 
competition  in  the  system.  Looking  at  the  utility  model,  if  the  government  then 
provided  licensing  to  certain  HMO's  or  certain  group  practices  to  provide 
services  for  a  defined  population  as  we  do  with  electric  companies  and  tele- 
phone companies,  these  corporations  would  be  broadly  represented  by  consumers 
as  well  as  providers  from  the  area  on  the  advisory  counsels  and  advisory 
boards  and  the  amount  of  profit  would  then  be  regulated.  This  would  reflect 
more  patient  and  consumer  advocacy  than  presently  structured.  An  informed 
consumer  who  has  a  good  grasp  of  all  of  the  aspects  of  the  HMO's  in  terms  of 
what  quality  of  care  they  provide  as  well  as  capacity  for  cost-effective  analysis 
is  necessary  to  make  this  system  work.  Once  we  provide  health  education  and 
the  kinds  of  sophisticated  health  knowledge  needed  in  the  elementary  .schools 
system  as  well  as  secondary  and  higher  educational  scliool  systems,  we  will 
develop  a  more  sophisticated  consumer  in  terms  of  health  needs  and  in  terms 
of  the  health  industry.  Looking  at  this  in  terms  of  the  telephone  company, 
electric  companies,  or  some  of  the  water  companies  and  other  utilities,  we 
have  developed  a  very  knowledgeable  consumer  and  the  health  care  industry 
should  be  no  different  theoretically — yet  hopefully  more  sensitive  and  respon- 
sive operationally. 

One  morning  on  the  TODAY  show  they  talked  about  the  socialized  medical 
program  in  England  where  it  cost  consiuner  .$2.00  per  week  and  no  charge  for 
hospitalization,  etc.  There  they  do  have  private  patients,  however,  who  have 
their  own  private  rooms,  private  doctors  and  they  have  maintained  a  differ- 
ential in  terms  of  care  based  on  ability  to  pay.  Apparently  the  svstem  is 
working  in  England  though  we  do  see  a  brain  drain  in  terms  of  physicians 
leaving  the  country  for  more  lucrative  praotiros  in  this  country.  How  would 
a  svstem  such  as  that  in  England  work  in  this  country? 

If  there  wa.sn't  a  country  like  the  United  States  where  physicians  could  be 
entrepreneurs  in  the  sense  that  they  are  in  this  country  we  would  not  see  a 
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brain  drain  of  other  physicians  to  this  country  and  this  is  apparently  the 
conclusion  of  Professor  Chester  who  has  studied  the  international  system  at 
the  University  of  Manchester  in  England.  Our  country  serves  as  a  magnet  to 
those  physicians  to  bring  them  because  of  what  physicians  can  earn  in  this 
country  through  the  private  practice  model.  Considering  the  availability  of 
private  practice  in  a  national  health  insurance  scheme,  a  country  as  affluent 
as  ours  may  be  set  at  an  80-20  initially  (much  less  than  that  in  England 
where  it  approximates  05-5%,  5%  private  practice  and  maybe  95%  national 
health  insurance).  We  should  have  in  this  country  a  pluralistic  system  and 
readjustment  of  our  system  is  needed  before  we  can  move  to  a  truly  pluralistic 
system  which  will  provide  comprehensive  continuous  and  coordinated  medical 
care  to  all  the  people  with  full  access,  full  availability  and  full  acceptability 
of  care. 

What  would  be  the  primary  target  area  in  initiating  change  in  the  health 
care  delivery  system,  AMA,  the  Federal  government,  et.  al — where  would  one 
start? 

Hospitals  would  probably  be  the  best  target  area.  If  we  could  hold  the 
political  question  constant  the  most  direct  way  to  effect  change  would  be 
through  the  individual  entrepreneur,  the  350,000  practicing  physicians,  but 
thafs  a  very  very  difficult  thing  to  do.  Private  MD's  are  independent  and 
resistent  to  abrupt  change.  A  large  majority  of  the  people  that  go  into  medi- 
cine are  not  initially  attracted  for  economic  reasons  but  mature  into  a  more 
materialistic  outlook. 

By  1980,  it  is  predicted  that  there  will  be  an  adequate  number  of  MD's  in 
the  country,  not  that  they  will  be  delivering  primary  care  but  there  will  indeed 
be  sufficient  number  of  MD's  to  meet  the  needs  of  the  country.  The  birth  rate 
has -now  leveled  off  with  a  20%  decline  in  birth  rate  over  the  past  5  years 
secondary  to  primarily  the  pill.  With  a  leveling  off  of  the  population ;  with 
110  medical  schools  now  producing  enough  physicians  to  meet  the  need ;  with 
an  increased  number  of  physicians  assistants  and  other  health  professionals, 
the  proper  climate  for  change  is  being  stabilized. 

The  Amosist  Program  that  we  have  in  the  military  is  designed  so  that 
computers  at  least  will  be  giving  a  differential  diagnosis,  rather  than  a 
specific  diagnosis.  Only  one  physician  is  needed  to  back  up  an  AMOS  that  may 
be  able  to  handle  hundreds  of  people  in  one  day  and  just  one  primary  phy.si- 
cian  to  change  the  differential  diagnosis  to  a  more  specific  diagnosis  and  then 
.serve  as  a  gate  keeper  to  a  system.  These  kinds  of  innovations  can  radically 
change  the  number  of  physicians  that  are  required  and  this  complicates  prog- 
nostications as  to  what  an  inadequate  supply  would  be. 

I  would  like  to  direct  the  attention  of  the  Committee  to  the  guidelines  as 
proposed  by  the  State  Board  of  Insurance  in  the  State  of  Texas  (Enclosure). 
These  are  guidelines  for  formation  and  operation  of  a  comprehensive  health 
care  plan.  I  would  submit  that  tliere  appears  to  be  some  concern  expressed 
that  a  prepaid  plan  must  take  into  consideration  constiutional  and  statutory 
principles  forbidding  combinations  of  capitol  skill.  In  this  regard  there  woiild 
appear  to  be  sensitivity  to  any  anti-trust  problems  in  the  developing  of  the 
program.  These  guidelines  are  submitted  for  the  information  of  the  Committee. 
I  wonld  recommend  that  Mr.  Joe  Christie  and  Ned  Price  and  Clay  Cotton, 
State  Board  of  Insurance,  can  best  discuss  these  guidelines. 

SUM  Xr  ART 

In  summary,  the  new  HMO  Legislation  does  not  appear  to  provide  adequate 
safeguards  for  significant  consumer  input.  The  industrial  model  appears  to 
continue  profit-motivated  interests  to  the  detriment  of  quality  of  life  for 
consumer  participants  able  to  overcome  the  financial  barriers  to  entry. 

RECOMMENDATIONS 

1.  A  process  must  be  provided  to  assure  that  direct  funding  of  community 
physicians  to  design  and  structure  with  HMO's  with  representative  consumer 
involvement  can  be  obtained  without  constraining  sign-off  authority  by  inter- 
mediary orsanizations. 

2.  Legislation  must  be  reviewed  to  avoid  restrictions  relative  to  consumers. 

3.  Research   and   development  programs   should  be  staffed  by  young  physi- 
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cians  from  the  barrio,  ghetto  and  other  underserved  areas  rather  than  tradi- 
tional institutional  overseeing. 

4.  Organized  medicine  should  be  encouraged  to  dispeJi  the  climate  of  fear  of 
change  and  work  more  constructively  in  concert  with  informed  consumers  in 
providing  quality  health  care  for  all. 

Enclosures. 

[Enclosure   1] 
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[Enclosure  2] 
General  Comments  on  Competition  in  the  Health  Services  Market 

The  lack  of  competition  in  the  ont-patient  health  services  market  definitely 
negatively  affects  the  availability  quality,  effectiveness  and  attitude  of  provision 
of  health  care  services  at  the  same  time  that  costs  of  services  are  increased.  It 
is  almost  impossible  in  a  sellers  market  where  the  demand  for  services  is  so 
great  to  expect  personalized  quality  health  care  services.  This  is  not  to  negate 
the  fact  that  physicians  and  other  health  care  professionals  would  prefer  to 
provide  same.  The  press  of  sheer  demand  makes  personalized  care  by  a  physician 
almost  untenable.  Nurse  Clinicians,  Physicians  assistants.  Medical  and  Psychi- 
atric Social  Workers,  Psychologists  and  other  allied  health  professionals  can 
do  much  to  spread,  and  improve  broad  base  services  under  the  supervision  of 
physicians  while  more  specialized  services  are  provided  by  the  physician 
specialists. 

Improvement  in  the  ability  to  pay  barrier  is  certainly  important  but  without 
increased  numbers  of  service  jiroviders  quite  obviously  the  private  market  will 
not  work  well.  There  should  be  a  mix  of  planning  and  competitive  enterprise 
with  a  check  system  that  enforces  and  encourages  care  at  the  lowest  feasible 
professional  skill  level  necessary  for  the  management  of  the  problem  and  at  the 
lowest  feasible  cost.  This  should  involve  the  maximization  of  utilization  of 
ancilary  health  care  professionals.  Areawide  comprehensive  planners  are  very 
much  influenced  by  the  professional  political  climate  of  the  local  area  and  tend 
to  find  their  hands  tied  in  innovative  planning  and  program  implementation 
which  would  meet  the  basic  goals  of  efficiency  and  accessibility  to  all  age  groups, 
ethnic  groups  and  income  groups. 

There  is  a  tendency  within  organized  medicine  to  restrict  the  provision  of 
health  care  services  to  members  of  the  physicians  fraternity  and  not  utilize 
allied  health  care  professionals  to  the  maximum  extent  to  broaden  the  health 
care  services  provided. 

The  recently  enacted  HMO  law  may  have  a  constructive  effect  on  the  overall 
provision  of  health  care  services.  The  major  dilemma  confronted  in  the  HMO 
area  is  that  of  the  limited  number  of  outstanding  physicians  who  are  oriented, 
interested  and  motivated  to  provide  general  broad  range  services  while  employed 
on  a  fixed  income.  Utilization  of  allied  health  care  professionals  to  provide  serv- 
ices in  HMO's  may  require  some  changes  in  malpractice  law. 

State  Board  of  Insurance 

Austin,  Tex. 

Guidelines  fob  the  Formation  and  Operation  of  Prepaid  Comprehensive 

Health  Care  Plans 
Section  1.  Purpose. 

The  citizens  of  Texas  are  presently  faced  with  the  increasing  complexity  of 
health  care  systems,  multi-jurisdictional  health  regulations  and  the  spiraling 
costs  of  health  care.  Current  health  insurance  policies  are,  at  times,  filled  with 
gaps,  limitations  and  exclusions. 

These  situations  have  made  it  increasingly  diSicult  to  obtain  physician  and 
medical  services,  as  well  as  satisfactory  financial  services  to  spread  risks  and 
costs. 

The  State  Board  of  Insurance,  also  mindful  of  its  obligations  to  the  citizens 
of  Texas  deserve  the  best  possible  chance  for  healthy  life  and  is  determined  to 
make  fundamental  improvements  in  the  health  insurance  industry. 

The  State  Board  of  Insurance,  also  minduful  of  its  obligations  to  the  citizens 
of  Texas  to  protect  and  regulate  forms  of  business  enterprise  that  have  signifi- 
cant risk  spreading  characteristics,  recognizes  that  there  is  a  public  demand  and 
need  for  prepaid  comprehensive  health  care  plans. 

The  prime  aim  of  these  plans  is  to  establish  a  comprehensive  health  organiza- 
tion that  will  provide  a  wide  spectrum  of  health  care  and  will  also  assure  the 
availability  of  that  care  when  needed  and  provide  a  means  of  spreading  the  risk 
and  cost  of  that  care  over  sufficient  persons  and  time  to  make  the  burdens 
reasonable.  At  the  same  time,  the  Board  desires  to  protect  the  professional  rights 
of  providers  and  open  to  them  new  opportunities  for  professional  growth. 

In  order  to  establish  organizations  to  make  this  form  of  health  care  available 
to  Texans  who  want  it,  the  Board  proposes  a  plan  to  involve  the  combination  of 
enterprises. 
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The  nucleus  of  this  plan  is  two  separate  bilateral  contracts,  one  contract 
between  the  insurer  and  the  enrollees  (or  their  representative)  and  another 
contract  between  the  enrollees  (or  their  reprsentative)  and  the  providers. 

The  program  guidelines  take  into  consideration  constitutional  and  statutory 
principles  forbidding  combinations  of  capital  and  skill  that  effect  a  discourage- 
ment of  competition.  They  are  designed  to  protect  the  traditional  doctor-patient 
relationship  and  to  separate  the  medical  aspects  of  health  care  from  the  risk- 
sharing  factors  of  health  insurance. 

The  State  Board  of  Insurance  stands  ready  and  willing  to  extend  regulatory 
cover  to  prepaid  comprehensive  health  care  plans  to  the  extent  of  protecting 
solvency  by  having  the  funding  and  basic  solicitation  for  such  plans  handled  by 
insurers  under  the. 

Stipulating  that  an  unrestricted  prepaid  health  care  plan  cannot  be  authorized 
in  Texas  at  this  time,  the  following  guidelines  imdertake  to  provide  not  only 
regulations  for  insurers  but  also  a  pattern  within  which  a  prepaid  compre- 
hensive health  care  plan  can  operate  in  order  to  comply  with  the  existing 
si>ectrum  of  state  law  applicable  to  such  plans. 

Section  2.  Scope. 

The  following  guidelines  developed  by  the  State  Board  of  Insurance  in  consul- 
tation with  other  officials  cover  the  identification  and  operation  of  prepaid 
comprehensive  health  care  plans  to  the  extent  such  plans  are  considered  to  be 
lawful.  These  guidelines  do  not  contemplate  nor  do  they  provide  for  exemption 
from  the  force  or  operation  of  any  law  or  lawful  regulation  except  to  the  extent 
that  public  regulation  as  herein  set  out  provides  such  exemption. 

Section  3.  Repeal. 

These  guidelines  do  not  repeal  any  known  prior  guideline,  rule,  memorandum, 
bulletin,  directive  or  published  opinion  on  this  subject  matter.  If  such  prior 
item  exists  and  is  in  conflict  with  these  guidelines,  it  is  repealed  or  voided  to 
the  extent  of  such  conflict  with  the  operation  of  these  guidelines. 

Section  4-  Definitions. 

1.  "Group  of  Persons"  means  the  following: 

(a)  The  employees  of  a  common  or  one  controlling  employer  or  any  organi- 
zation of  same  holding  a  permit  under  Article  14.17  of  the  Insurance  Code. 

(b)  The  members  of  a  labor  union  or  federated  union. 

(c)  The  members  of  a  lawful  agricultural  cooperative. 

(d)  The  members  of  a  non-profit  membership  corporation  organized  under 
the  Texas  Non-Profit  Corporation  Act  (or  similar  act  of  another  jurisdiction) 
■organized  for  the  purpose  of  providing  a  prepaid  comprehensive  health  care  plan. 

(e)  Those  persons  who  are  recipients  of  medical  benefits  by  and  through  a 
particular  agency  or  entity  of  the  state  or  federal  government. 

(f)  Employees  of  a  particular  agency  of  the  state,  its  subdivisions,  or  federal 
government. 

2.  "Insurer"  means  any  organization  or  entity  that  under  the  provisions  of 
the  Insurance  Code  is  authorized  to  underwrite  contracts  of  insurance  for  med- 
ical expenses. 

3.  "Participant"  means  an  individual  who  has  been  enrolled  or  otherwise 
becomes  a  member  of  a  prepaid  comprehensive  health  care  plan. 

4.  "Prepaid  comprehensive  health  care  plan"  means  an  arrangement  or  ar- 
rangements whereby  a  group  of  persons  contract  to  receive  on  a  prepaid  basis 
a  comprehensive  group  of  health  care  services  from  insurers  and  providers. 

5.  "Provider"  means  any  physician,  dentist,  hospital  or  other  organization, 
institution  or  person  which  is  licensed  or  otherwise  authorized  in  this  state  to 
furnish  health  care  services. 

Section  5.  Insurer. 

1.  Under  the  provisions  of  Article  1.24  of  the  Insurance  Code,  every  insurer 
knowingly  providing  in  the  State  of  Texas  services  to  a  prepaid  comprehensive 
health  care  plan  is  required  before  or  at  the  time  of  initiating  such  services  to 
provide  a  letter  of  notice  to  the  State  Board  of  Insurance  identifying  the  group 
of  persons  concerned  by  name  and  location  of  their  employer,  cooperative  associ- 
ation, corporation,  governmental  body  or  union  and  to  provide  the  form  number 
of  any  contract  of  insurance  or  to  designate  any  particular  part  of  its  plan  of 
operation  involved,  together  with  any  other  information  required  by  these 
-guidelines. 
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2.  No  insurer  shall  engage,  conspire,  or  otherwise  act  or  limit,  or  cause  to  be 
limited  the  performance  and  dispensing  of  health  care  services  to  any  particular 
school  or  type  of  licensed  practitioner  of  the  medical  arts. 

3.  The  insurer  shall  embody  all  contractual  arrangements  forming  the  part  of 
its  participation  in  a  prepaid  comprehensive  health  care  plan  in  its  insurance  or 
service  contract  which  is  filed  with  the  State  Board  of  Insurance  or  it  shall  file 
such  parts  of  its  contractual  arrangements  with  the  State  Board  of  Insurance 
that  are  not  part  of  its  insurance  or  plan  of  operation  as  supplemental  material 
to  its  required  filing.  Each  insurer  is  requested  to  provide  to  the  State  Board  of 
Insurance  a  copy  of  all  provider  contracts  coming  into  its  possession  or  to 
which  it  has  access. 

4.  No  insurer  shall  by  contract,  or  otherwise,  act  in  such  a  manner  as  to  bind 
itself  to  the  exclusive  use  of  any  particular  providers  or  to  restrict  its  solicitation 
or  servicing  to  participants  of  only  certain  providers.  An  insurer  may  in  its 
solicitation  of  a  group  of  persons  relate  the  existence  of  providers  that  are 
known  to  it  to  be  willing  to  contract  with  the  group  of  persons  for  the  providing 
of  health  care  services.  The  insurer  in  its  solicitation  shall  not  undertake  to 
explain  the  exact  services  offered  by  a  provider,  the  cost  of  such  services  or  the 
advantages  or  disadvantages  of  using  any  particular  provider.  The  insurer  shall 
leave  the  choice  of  provider  exclusively  to  negotiation  between  the  group  of 
persons  or  its  representative  and  the  provider.  In  the  development  of  its  product, 
the  insurer  shall  be  free  to  conduct  programs  for  the  exclusive  viewing  or 
divulging  to  providers  of  the  benefits  of  such  providers  entering  into  prepaid 
comprehensive  health  care  plans.  An  insurer  may  enter  into  communication  with 
a  provider  in  regard  to  the  exact  terms  of  a  particular  prepaid  comprehensive 
health  care  plan  only  after  the  group  of  persons  or  their  representative  have 
designated  the  use  of  a  particular  provider. 

5.  The  insurance  contract  or  plan  of  operation  shall  conform  to  the  following 
matters : 

(a)  The  arrangement  shall  not  provide  for  the  services  of  the  insurer  without 
bilateral  renegotiation  or  renewal  for  a  period  of  longer  than  one  year. 

(b)  The  insurer  shall  have  under  appropriate  cost  and  profit  formula  the 
right  to  adjust  premiums  during  the  term  of  the  contract  each  six  months  or 
more  often. 

(c)  The  contract  shall  provide  for  the  payment  of  benefits  to  each  provider 
used  by  a  person  within  the  group  at  the  time  a  participant  uses  services  and 
it  may  provide  for  the  payment  of  fees  on  a  capitation  basis,  but  in  the  use  of 
capitation  as  a  means  of  payment,  the  length  of  the  time  period  such  a  fee 
covers  shall  not  exceed  three  months  and  no  capitation  fees  may  be  provided  to 
be  paid  at  a  time  more  than  two  weeks  in  advance  of  the  time  period  for  which 
the  capitation  fees  is  made. 

(d)  The  insurance  contract  shall  provide  for  those  groups  of  persons  that  are 
employees  of  a  common  employer  or  one  controlling  employer,  a  public  employer 
or  the  recipient  of  medical  benefits  from  a  public  agency  for  no  individual  right 
of  rejection  from  coverage  for  health  reasons. 

(e)  No  provisions  of  the  insurance  contract  or  other  contract  shall  place  on 
any  provider  any  insurance  risk.  (This  provision  shall  not  be  deemed  any 
formula  governing  the  amount  of  any  capitation  or  use  fee.) 

(f)  Each  contract  shall  provide  a  clear  designation  of  what  constitutes 
services  because  of  accidental  injury  or  illness  for  which  indemnity  will  be  given 
because  the  participant  is  not  accessible  to  facilities  covered  by  a  capitation  fee 
arrangement. 

(g)  No  contract  shall  agree  to  pay  any  provider  for  services  such  provider 
cannot  itself  lawfully  perform  except  that  a  non-profit  corporation  coming 
within  the  provisions  of  Article  4509a  of  the  Revised  Civil  Statutes  may  receive 
fees  for  the  lawful  services  performed  by  a  physician. 

(h)  Each  contract  shall  be  so  drawn  that  any  benefit  that  would  be  payable 
under  the  terms  of  the  contract  because  of  services  rendered  by  a  provider 
under  contract  with  a  group  of  persons  will  also  be  available  without  penalty 
when  such  services  are  rendered  by  a  provider  not  under  contract  with  a  group 
of  persons.  , 

6.  Any  insurer  participating  in  a  prepaid  comprehensive  health  care  plan 
shall  at  the  time  of  entering  into  such  plan  have  prepared  an  actuarial  analysis 
of  its  initial  rate  of  premium  or  premiums  and  revisions  thereto  which  analysis 
shall  be  provided  to  the  State  Board  of  Insurance  at  any  time  it  requests  it  (up 
to  a  period  of  five  years  from  initial  participation). 
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7.  Any  insurer  entering  into  a  prepaid  comprehensive  health  care  plan  that 
has  at  the  time  of  such  entry  a  policyholders  surplus  of  less  than  one  million 
dollars  shall  15  days  prior  to  such  entry  file  with  the  State  Board  of  Insurance 
a  correct  summary  of  its  authorized  reinsurance  program  applicable  to  the 
liabilities  to  be  incurred  imder  the  said  plan  giving  the  name  of  the  reinsurers, 
the  extent  of  their  assumption  of  risk  and  the  cost  of  such  reinsurance.  No  such 
insurer  shall  enter  into  a  prepaid  comprehensive  health  care  plan  without  a 
reinsurance  program  adequate  to  protect  its  solvency. 

Section  6.  Provider. 

1.  No  provider  under  contract  with  a  group  of  persons  shall  undertake  to 
collect  funds  directly  from  a  group  of  persons  or  individuals  under  a  prepaid 
comprehensive  health  care  plan  except  for  services  that  are  rendered  that  are 
not  covered  by  such  a  plan  or  for  services  to  any  individual  when  a  specified 
use  fee  is  provided  by  the  plan.  Such  payments  of  use  fees  shall  not  be  on  a 
prepaid  basis. 

2.  Each  provider  shall  include  all  the  services  to  be  rendered  under  a  prepaid 
comprehensive  health  care  plan  and  the  consideration  therefor  in  a  contract  with 
the  group  of  persons  who  are  participants  or  with  their  representatives.  No 
agreement  for  the  providing  of  such  services  shall  delegate  to  or  imply  that 
the  group  of  persons  who  are  the  participants  are  themselves  the  performers  of 
such  services  and  no  such  contract  shall  contain  any  arrangement  to  bar  or 
inhibit  the  statutory  or  common  law  liability  of  a  provider  to  its  patient  nor 
shall  such  contract  undertake  to  determine  the  advice,  method  of  treatment  or 
diagnosis  or  quality  of  supplies  or  facilities  to  be  prescribed  or  advised  as 
medically  necessary  for  the  treatment  of  any  particular  participant.  Such  con- 
tracts shall  recognize  the  duty  a  provider  owes  to  each  participant  to  treat  him 
under  recognized  medical  standards  of  health  care,  particularly  those  medical 
standards  that  apply  to  the  doctor-patient  relationship. 

3.  No  provider  shall  by  contract  or  otherwise  act  in  such  a  manner  as  to  bind 
itself  to  the  exclusive  use  of  any  particular  insurers  or  restrict  its  rendering  of 
services  to  participants  of  only  certain  insurers.  A  provider  may  in  its  discus- 
sion of  the  rendering  of  services  to  a  group  of  persons  relate  the  existence  of 
insurers  that  are  known  to  it  to  be  willing  to  contract  with  the  group  of  persons 
for  the  providing  of  insurance.  The  provider  shall  not  in  its  relating  of  the 
services  it  offers,  undertake  to  explain  the  exact  provisions  of  the  insurance 
contract,  the  rate  of  premiums  therefor  or  the  advantages  or  disadvantages 
of  using  any  particular  insurer.  The  provider  shall  leave  the  choice  of  insurer 
exclusively  to  solicitation  and  negotiation  between  the  group  of  persons  or  its 
representative  and  the  insurer.  A  jirovider  may  make  inquiry  into  the  availa- 
bility of  any  authorized  insurer  to  undertake  the  issuance  of  any  insurance 
contract  as  part  of  a  prepaid  comprehensive  health  care  plan. 

4.  The  contract  shall  provide  for  a  committee  or  governing  body  elected 
exclusively  from  the  physicians  that  are  providers  which  shall  initiate  and 
maintain  records  and  procedures  for  the  periodic  review  of  services  of  physicians 
rendered  to  the  participants  and  for  examination  into  any  grievances  lodged 
against  the  performance  or  providing  of  any  particular  services  or  activities 
of  any  physicians. 

5.  No  provider  shall  assume  any  insurance  risk  or  undertake  by  contract  or 
otherwise  to  hold  itself  out  as  an  insurer. 

Section  7.  Participants. 

1.  Any  participants  shall  have  the  right  of  access  during  normal  business 
hours  to  all  records  of  the  financial  transactions  under  the  contract  or  plans  of 
operation  with  the  insurers  or  providers  and  he  shall  have  access  to  medical 
records  pertaining  to  his  treatment,  to  those  for  whom  the  participant  is  a 
natural  or  qualified  guardian  and  those  for  whom  he  has  specific  written 
authority  to  inspect. 

2.  Any  participant  that  is  a  member  of  a  group  of  persons  that  is  not  a  labor 
union,  membership  corporation  or  cooperative  shall  designate  in  writing  his 
employer  or  other  person  as  his  representative  to  contract  for  and  in  his  behalf 
for  the  providing  of  services,  facilities  and  supplies  from  the  provider. 

3.  Every  participant  in  a  group  of  persons  that  is  a  labor  union,  membership 
corporation  or  cooperative  shall  have  the  right  to  participate  in  the  election  of 
a  majority  of  the  governing  body  that  sets  the  fiscal  affairs,  membership  policy, 
administration  and  scope  of  operation  of  the  plan. 
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4.  Every  group  of  persons  shall  provide  a  mechanism  whereby  all  participants 
and  providers  are  furnished  a  method  of  review  of  complaints  of  operation  of 
the  plan  other  than  those  provided  for  by  item  5  of  Section  G  of  these  guide- 
lines. 

5.  No  group  of  persons  shall  imply  or  state  that  it  is  either  an  insurer  or  that 
it  is  the  performer  of  any  health  care  services. 

Section  8.  Information  to  Participants. 

1.  At  the  point  of  entry  of  each  participant  into  a  prepaid  comprehensive 
health  care  plan  he  shall  be  provided  with  an  accurate  statement  or  summary  of 
the  rights  and  dxities  relative  to  his  participation  in  such  plan. 

2.  Such  statement  or  summary  may  be  in  the  form  of  separate  instruments 
provided  by  insurer  and  provider  or  in  a  joint  instrument.  If  a  joint  instrument 
is  used  it  shall  clearly  identify  the  insurer  and  provider  and  distinguish 
between  the  services  of  each  of  them. 

3.  The  statement  or  summary  will  specifically  point  out  any  use  fees  or  special 
fees  charged  by  the  prepaid  comprehensive  health  care  plan  or  a  provider  as  well 
as  the  regular  periodic  charges  and  insurance  premiums. 

4.  Any  changes  or  amendments  in  the  matters  set  out  in  the  statement  or 
summary  shall  be  promptly  provided  to  each  participant. 


Exhibit  11. — Excerpt  from  Texas  Observer,  Apr.  12  1974,  R^  EstablisJvment  in 
Texas  of  Non-Profit  Corporations  for  the  Delivery  of  Health  Care.  For  Related 
Material  and/ or  Documentation  of  the  Statements  in  this  Article  see  Exhibits 
and  Notes  11a 

A  Little  Conflict  of  Interest  Music,  Please 

(By  Jackee  Cox) 

In  the  State  of  Texas,  one  man  has  administrative  authority  to  decide  who 
shall  or  shall  not  be  allowed  to  establish  non-profit  corporations  for  the  delivery 
of  health  care.  His  name  is  Sam  V.  Stone.  Stone  is  paid  $800  per  month  plus 
actual  expenses  for  his  duties  as  outside  counsel  to  the  Board  of  Medical  Exam- 
iners. He  also  draws  a  check  for  his  activities  as  registered  lobbyist  for  the 
Texas  Medical  Association  (T.M.A. ).  His  partners  at  law,  Phil  Overton  and  Ace 
Pickens,  are  also  registered  as  lobbyists  for  the  T.M.A. 

How  did  Mr.  Stone  fall  into  his  job  as  Czar  of  the  corporate  practice  of 
medicine  V  His  position  was  conferred  upon  him  by  the  Board  of  Medical  Exami- 
ners. The  relationship  between  the  board  and  the  Overton  firm  is  long-standing. 
Overton  himself  served  as  attorney  to  the  board,  and  two  of  his  previous  part- 
ners, Pat  Bailey  (now  with  the  University  of  Houston)  and  C.  Dean  Davis  (now 
with  the  Texas  Hospital  Association  and  the  Pharmacy  Board)  both  earned 
retainers  for  their  legal  services  on  behalf  of  the  board.  Ston's  employment  with 
the  board  is  somewhat  in  the  nature  of  a  dynastic  succession. 

Stone  met  with  the  board  to  negotiate  the  terms  of  his  employment  in  De- 
cember of  1970.  One  of  his  specifically  delegated  duties  was  to  "advise  the 
board  on  rules  and  regulations  pertaining  to  the  Medical  Practice  Act."  The 
board  was  getting  ready  to  prepare  the  amendments  to  the  Medical  Practices 
Act  which  were  passed  late  in  the  '71  legislative  session.  Snuggled  way  down  at 
the  end  of  those  amendments  was  a  sleeper.  The  bill  analysis  circulated  to  the 
legislators  described  it  as  "New  section  4509a,  pertaining  to  approval  and  certi- 
fiation  by  the  board  of  health,  research  and  educational  organizations."  Neither 
the  title  of  the  bill  nor  the  amendment  on  its  face  would  have  given  the  legisla- 
tors the  impression  that  4509a  would  modify  administrative  procedures  in  the 
corixirate  division  of  the  Secretary  of  State's  oflice  and  give  the  Board  of  Medical 
Examiners  the  power  to  decide  who  should  and  who  should  not  be  allowed  to 
incorporate  for  the  purpose  of  delivering  health  care. 

It  is  interesting  to  note  that  Dr.  Merle  Delmer,  who  collaborated  with  Sam 
Stone  in  preparing  the  administrative  guidelines  pertaining  to  the  administration 
of  4509a,  introduced  those  guidelines  to  the  board  as  the  means  for  "enforcing 
the  Provisions  of  Article  4509a — Texas  Non-Profit  Corporation  Act."  Dr.  Delmer 
may  have  been  misinformed  as  to  the  name  of  the  legislation  in  question,  but 
his  error  got  to  the  heart  of  its  hidden  intent. 
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Historically,  both  the  Board  of  Medical  Examiners  and  the  TMA  have  re- 
garded the  corporate  practice  of  medicine  as  blasphemous.  They  would  have  the 
public  believe  that  to  allow  anyone  other  than  doctors  to  collect  fees  for  the 
delivery  of  medical  services  seriously  endansers  the  uublic  welfare.  OoDosition 
of  the  board  and  the  TMA  notwithstanding,  until  1957  nothing  in  Texas  law 
forbade  non-profit  corporations  from  employing  licensed  physicians  for  the 
delivery  of  health  care.^  Then  in  1957  the  secretary  of  the  Board  of  Medical 
Examiners  got  at  attorney  general's  opinion  (No.  WW-27S)  which  held  that, 
"Whenever  a  corporation  employs  a  licensed  physician  to  treat  patients  and 
itself  receives  the  fee,  the  corporation  is  unlawfully  engaged  in  the  practice  of 
medicine  and  the  licensed  physician  so  employed  is  .  .  .  subject  to  having  his 
license  to  practice  medicine  in  this  state  cancelled,  revoked,  or  suspended  by  the 
Board  of  Medical  Examiners." 

Through  the  Fifties  and  Sixties  the  board  wielded  that  opinion  as  a  threat  of 
reprisal  against  any  doctor  who  might  think  of  engaging  his  services  to  a 
corporate  group.  The  problems  which  that  policy  created  are  documented  in 
correspondence  to  the  board  from  various  unhappy  hospitals  and  nursing  home 
associations  which  were  prevented  from  providing  emergency  room  and  visitation 
coverage  for  their  patients.  The  most  striking  feature  of  the  correspondence  is 
the  board's  Indifference  to  the  plight  of  individuals  deprived  of  vital  medical 
attention  because  the  board  would  not  permit  a  third  party  to  arrange  for  the 
provision  of  services.  Although  the  board's  duty  is  to  protect  the  public  welfare, 
their  actions  served  to  defeat  that  purpose. 

The  absolute  prohibition  of  the  corporate  practice  of  medicine  was  not  in  the 
interests  of  the  people.  This  became  more  obvious  with  the  advent  of  H.E.W. 
and  O.E.O.  programs  which  provide  grant  funds  to  non-profit  corporations  for 
the  delivery  of  health  care.  The  amendments  to  the  Medical  Practices  Act  written 
in  1971  served  to  structure  the  law  in  a  way  that  would  allow  physicians  and 
only  physicians  to  control  such  funds.  When  the  board  hired  Sam  Stone,  they 
and  the  TMA  Jurisprudence  Committee  were  engaged  in  discussions  of  the 
needed  amendments  to  the  Medical  Practices  Act.  In  April  of  '71,  Sam  Stone 
wore  his  TMA  hat  over  to  the  House  Public  Health  Committee  hearing  to  testify 
on  behalf  of  those  amendments.  In  June  the  amendments  were  passed,  and  step 
one  of  the  game  plan  was  completed. 

Step  two — the  drafting  of  the  administrative  guideline  for  Article  4509a  that 
secured  the  TMA  monopolistic  coup — took  another  year.  In  December  of  '72 
Sam  Stone  suggested  that  the  board  develop  their  "guidelines."  After  several 
revisions,  those  guidelines  passed  in  June  of  '72.  Why  the  delay?  Article  4509a 
specifically  required  that  the  board  promulgate  administrative  "rules  and  regu- 
lations." Why  did  Mr.  Stone  suggest  the  use  of  guidelines? 

There  is  an  important  difference  between  administrative  "rules  and  regula- 
tions" and  administrative  guidelines.  Rules  and  regulations  as  promulgated  by 
an  administrative  agency  fill  out  the  details  of  duties  specifically  delegated  by 
law.  They  are  an  extension  of  the  law  and  have  the  force  of  law.  Rules  and 
regulations,  however,  may  not  exceed  the  authority  conferred  upon  the  agency 
by  the  Legislature  through  express  statutory  language.  And  rules  and  regulations 
are  subject  to  judicial  review.  If  a  court  decides  they  exceed  the  authority  dele- 
gated by  the  act,  they  may  be  struck  down.  As  a  matter  of  course,  administrative 
agencies  are  supposed  to  file  their  rules  and  regulations  with  the  secretary  of 
state  within  90  days  of  the  effective  date  of  their  enabling  legislation. 

By  contrast,  guideline  apply  only  to  internal  matters  of  administrative  pro- 
cedures. They  are  not  a  part  of  the  law,  and  an  administrative  agency  may 
decide  to  follow  or  abandon  their  guidelines  according  to  the  dictates  or  con- 
venience. The  advantages  of  leaving  oneself  the  operational  latitude  and  legal 
fail-safe  of  guidelines  is  amply  illustrated  by  the  board's  machinations  in 
administering  4509a. 

The  most  blatant  of  the  procedural  violations  set  up  by  the  guidelines  is  the 
role  of  Sam  Stone.  It  is  he  who  exercises  discretionary  authority  in  determining 
who  shall  or  shall  not  be  certified  as  eligible  to  incorporate — all  actions  are 
ferried  to  him  for  review  and  clearance  prior  to  the  issue  of  certification.  Upon 
Stone's  recommendation,  the  secretary  of  the  board  acts  alone  in  certifying. 
The  matter  is  not  referred  to  the  whole  board  for  vote.  That  won't  pass  muster 


1  See  Repuhlic  Beciprocnl  IVKvance  Company  x.  Colfjin  Hospital  and  Clinic,  65  S.W.  2d 
286.  Texas  A.G.  Opinion  0-3572,  and  Texas  A.G.  Opinion  0-4986-A. 
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•with  the  standards  of  administrative  law  which  require  that  a  board  as  a  whole 
must  act  on  matters  within  their  jurisdiction.  - 

There  is  also  the  question  of  whether  Stone's  employment  by  the  board  is 
legal.  The  appropriations  bill  of  the  63rd  Legislature  specifically  provided  that 
"None  of  the  funds  appropriated  in  this  Act  shall  be  expended  in  the  full  or 
partial  salary  of  any  state  employee  who  is  also  the  paid  lobbyist  of  any 
individual,  firm,  association  or  corporation."  Sam  Stone,  of  course,  is  a  registered 
lobbyist  for  the  T.M.A. 

What  a  perfect  set-up  for  the  T.M.A.  Their  lobbyist  is  solely  responsiljle  for 
certifying  corporations  that  want  to  deliver  health  care  services  and  he'll  only 
certify  corporations  controlled  by  physicians.  It  does,  however,  seem  to  contra- 
dict the  procedures  set  up  by  Article  4509a,  which  provide  that  the  board's 
discretionary  authority  to  certify  or  not  to  certify  shall  be  exercised  upon 
"presentation  of  satisfactory  proof  that  si:ch  organization  is:  (1)  a  non-profit 
corporation  under  the  provisions  of  the  Texas  Non-Profit  Corporation  Act."  It's 
like  Catch  22.  The  only  way  you  can  prove  to  the  board  that  you're  a  non-profit 
corporation  is  for  the  board  to  certify  you  as  such. 

The  board's  monopoly  game  is  now  being  tested  in  the  courts  by  the  Mexican 
American  Legal  Defense  and  Education  Fund  (MALDEF)  on  behalf  of  a  group 
in  San  Antonio.*  That  case  has  not  yet  received  a  full  hearing  on  its  merits. 
When  they  aiipeared  last  April  before  the  District  Court  of  Judge  John  Wood 
in  San  Antonio,  they  were  pleading  for  the  right  to  be  heard  by  a  three  judge 
panel.  Decisions  rendered  by  such  a  panel  may  be  appealed  directly  to  the  Su- 
preme Court.  MALDEF's  argument  was  presented  primarily  on  the  constitutional 
grounds  that  the  Board  of  Medical  Examiners'  refusal  to  certify  their  applica- 
tion for  a  corporate  charter  denied  them  their  constitutional  rights  to  associate. 
Bill   Campbell   of   the   Texas  attorney  general's   office   submitted   a    brief  in 
defense  of  the  board  which  treats  the  history  of  Texas  law  as  though  it  began 
and  ended   with   that  1957  attorney   general's  opinion  cited   above.    The   brief 
punted  on  the  issue  of  whether  lay  groups  have  the  right  to   contract   with 
physicians  for  the  delivery   of  health  care.   Mr.   Campbell  as  counsel   for   the 
board  may  or  may  not  be  aware  of  the  fact  that  the  board  has  approved  article 
incorporation  for  two  physicians'  groups  which  expressed  the  intent  to  develop 
contracts  with  lay  groups  for  the  delivery  of  health  care.  Judge  Wood  held  in 
favor  of  the  Board  of  Medical  Examiners.  His  decision  incorporates  verbatim 
that  same  old  1957  attorney  general's  opinion. 

The  negative  impact  of  Maldef  decision  is  considerable.  Community  Ac- 
tion Agencies  across  the  state  have  not  tried  to  set  up  community  health  plans 
because  they  were  of  the  im])ression  that  it  would  be  unlawful  to  do  so.  A 
string  of  clinics  built  by  Bishop  Patrick  Flores  of  San  Antonio  stand  empty 
because  he  does  not  know  that  he  could  contract  with  physicians  to  staff  them. 
Acting  upon  the  suggestion  of  Bill  Campbell,  the  Board  of  Medical  Examiners 
are  using  the  MALDEF  decision  to  harrass  the  operations  of  Reproductive 
Services  (also  in  San  Antonio).  State  Rep.  Sarah  Wedding  of  Austin  is  repre- 
senting Reproductive  Service. 

Meanwhile,  the  MALDEF  decision  has  effectively  protected  the  board-certified 
Bexar  Coimty  Medical  Foundation  from  competition  for  federal  grant  money. 
The  H.M.O.  fimds  in  San  Antonio— more  than  $200,000  released  by  H.E.W.  since 
June  of  '71 — is  all  in  the  hands  of  a  corporate  board  of  licensed  physicians  whose 
articles  of  incorporation  were  submitted  with  a  $25  check  signed  by  Phil 
Overton. 

Insurance  Board  Chairman  Joe  Christie's  "Guidelines  for  the  information  and 
operation  of  prepaid  health  care  plans"  (see  Ohs.,  Feb.  5)  set  up  what  may  be 
the  most  formidable  political  threat  to  the  empire  staked  out  by  the  Medical 
Examiner's  guidelines.  A  thorough  reading  of  Christie's  operational  plan  makes 
it  clear  that  his  lawyers  are  quite  certain  that  lay-controlled  groups  do  have 
the  right  to  incorporate  and  draw  up  employment  contracts  with  physicians  for 
the  delivery  of  health  care  services. 

It  would  seem  to  be  up  to  the  attorney  general  to  scrutinize  the  tests  which 
the  Board  of  Medical  Examiners  apply  to  physician's  applying  for  corporate 


=  Sf'p  Webster  v.   Texas  and  Pacifi.ce  Motor  Transport,  166  S.W.  2d  and  1  Tex.  Jur.  2d, 
lip.    664^.'i. 

"Garcia  et  al  v.  State  Board  oj  Medical  Examiners,  (D.C.  1973)   358  F.  Supp.  1016. 


276 

charters.  The  board's  guidelines  stipulate  that  all  directors  and  trustees  of 
groups  seeking  to  incori»orate  shall  have  been  licensed  and  practicing  medicine 
in  Texas  for  at  least  five  years  and  shall  be  engaged  at  least  40  hours  per  week 
in  diagnosing  and  treating  patients.  These  guidelines  exceed  the  standards  set 
up  in  Article  4;j()9a.  The  law  simply  requires  that  such  directors  "shall  be 
persons  licensed  by  the  board  and  actively  engaged  in  the  practice  of  medicine." 

Sam  Stone  has  enforced  the  guidelines  rather  erratically.  They're  only 
guidelines  after  all,  he  explains.  Both  the  Bexar  County  Medical  Foundation,  a 
corporation  set  up  by  the  Bexar  County  Medical  Association  and  Kelsey-Sey- 
bold,  a  doctors'  corporation  in  Houston,  were  certified  by  the  board  before  Stone's 
guidelines  were  adopted.  Neither  group  was  submitted  to  the  five  year/40  hours 
test,  and  neither  group  was  required  to  answer  the  questionnaire  which  the 
board  sends  to  other  groups  before  granting  certification. 

Individuals  failing  the  five  year/40  hour  test  were  denied  membership  on  the 
boards  of  directors  of  the  Southwest  Texas  Medical  Foundation  (Hondo),  Med- 
ical Research  Associates  (San  Antonio)  and  the  Hidalgo  County  Foundation  for 
Medical  Care  (McAllen).  But  Stone  waived  the  five  years/40  hours  test  for 
directors  of  National  Comprehensive  Health  Services  (Dickinson)  and  Wood- 
lands Health  Association  (Houston).  The  question  of  whether  that  test  will  be 
waived  for  the  incorporators  of  Planned  Parenthood  of  Northeast  Texas 
(Dallas)  is  still  pending. 

While  the  board  seems  to  have  overstepped  its  authority  in  certain  areas 
pertaining  to  4509a,  it  has  refused  to  accept  some  of  the  responsibilities  specif- 
ically delegated  by  the  act.  Section  2  of  Article  4509a  requires  that  the  board 
certify  all  corporations  formed  by  doctors  for  any  or  all  of  the  following 
purposes : 

1.  Scientific  research  and  research  projects  in  the  fields  of  medical  science, 
medical  economics,  public  health,  socialogy  and  related  areas. 

2.  The  support  of  medical  education  through  grants  and  scholarships. 

3.  The  improving  and  developing  of  individuals  and  institutions  teaching, 
studying  or  practicing  medicine. 

4.  Instruction  of  the  general  public  in  the  areas  of  medical  science,  public 
health,  hygiene  and  related  instruction  useful  to  the  individual  and  beneficial 
to  the  community. 

That  takes  in  almost  everything. 

Perhaps  realizing  that  to  exercise  the  full  authority  conferred  by  Article 
4509a  would  invite  litigation  which  would  ultimately  uncover  the  board's 
questionable  practices.  Stone  decided  that  he  would  certify  only  those  corpora- 
tions which  propose  to  deliver  health  care.  Clearly  he  felt  no  compunctions  about 
writing  the  rules  of  the  game  to  suit  his  own  purposes.  It  was  a  clever  game, 
buit  it  may  not  work  forever. 


Exhibit  11a. — Exhibits  and  Notes  to  Texas  Observer  Article   {Exhibit  11) 

Exhibits  and  Notes 
contents 

1.  Payroll  vouchers.  State  Board  of  Medical  Examiners — Sam  Stone 

2.  Lobbyist  registrations:  (a)  Sam  V.  Stone,  (b)  Ace  Pickens,  (c)  Philip 
Overton. 

3.  Copies  of  ofiicial  cori-espondence  of  the  Board  of  Medical  Examiners  signed 
by  Messrs.  Bailey  and  Davis,  see  Elxhibit  S  below. 

4.  See  pp.  197-198  from  the  minutes  of  the  State  Board  of  Medical  Examiners 
concerning  the  hiring  of  Sam  Stone.  Additional  information  suggesting  the 
influence  of  the  Texas  Medical  Association  Jurisprudence  Committee  Is  on 
p.  214  of  the  Board  minutes.  [See  also  Exh.  9  to  11a.] 

5.  Documents  ■pertaining  to  Article  J/SOOa:  (a)  Bill  Analysis,  (b)  Bill  His- 
tory, (c)  Official  copy  of  the  bill  from  the  General  and  Special  Laws  of  the 
State  of  Texas,  (d)  Texas  Observer  article,  April  26,  1974. 

In  examining  the  bill's  history,  you  will  note  that  it  was  moved  rapidly 
through  at  the  end  of  the  session,  which  adjourned  on  May  31, 1971. 

It  passed  through  the  House  on  what  is  known  as  a  "local  uncontested 
calendar,"  which  is  supposed  to  be  reserved  exclusively  for  legislation  which 
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affects  special  interest  groups  only.  Evidence  of  passage  on  the  local  calendar 
is  on  p.  4024  of  the  May  21,  1971  Journal  of  Locals  in  the  Clerk's  Office  of  the 
Texas  House. 

Because  the  bill  was  passed  on  local  calendar,  its  application  should  have 
been  restricted  to  corporations  formed  by  licensed  physicians.  The  procedures 
established  by  Mr.  Stone  and  the  office  of  the  Secretary  of  State  gives  the  bill 
a  general  rather  than  limited  effect  thus  violating  the  manner  in  which  the 
bill  was  passed.  (See  April  26  article,  TEXAS  OBSERVER.) 

Article  III,  Section  35  of  the  Texas  Constitution  provides :  "No  bill  .  .  .  shall 
contain  more  than  one  subject,  which  shall  be  expressed  in  its  title.  But  if 
any  subject  shall  be  embraced  in  an  act,  which  shall  not  be  expressed  in  the 
title,  such  act  shall  be  void.  . . ." 

The  Title  for  the  amendment  to  the  Texas  Medical  Practices  Act,  which 
included  Article  4509a  as  passed  by  the  regular  session  of  the  sixty-second 
Legislature,  1971,  provides  as  follows : 

"An  Act  amending  Title  71,  Chapter  6,  Revised  Civil  Statutes  of  Texas, 
1925,  Article  4501,  Article  4503,  Article  4505,  and  adding  a  new  Article  4509a 
thereto ;  providing  for  requirements  for  application  for  licensure  by  the  Texas 
State  Board  of  Medical  Examiners;  relating  to  the  examination  of  applicants 
for  licensure  by  the  Board ;  providing  for  refusal  to  admit  to  examinations  and 
to  license  to  practice ;  providing  for  certification  by  the  Board  of  Health, 
Research,  and  Educational  organizations ;  repealing  all  laws  and  parts  of  law 
in  conflict  herewith ;  providing  severability ;  and  declaring  an  emergency." 

Please  note  that  no  reference  is  made  in  the  caption  to  amending  1396-1.01 
et  setq.,  commonly  referred  to  as  the  Non-Profit  Corporation  Act.  Nor  does  the 
caption  of  the  amendment  to  the  Medical  Practices  Act  give  notice  that  it  gives 
authority  to  licensees  of  the  Board  of  Medical  Examiners  to  incorporate  as  a 
private,  non-profit  corporation. 

As  is  pointed  out  in  53  Tex.  Jur.  2d,  p.  109  (with  cases  cited),  judicial  inter- 
pretation has  held  that  ".  .  .  new  substantive  matter  contained  in  an  amend- 
ment, which  is  not  germaine  or  pertinent  to  that  contained  in  the  provision 
amended,  is  invalid  as  legislation  on  a  matter  not  expressed  in  the  title  of 
the  Amendatory  act." 

Therefore  article  4509a  of  the  Medical  Practices  Act  is  unconstitutional  be- 
cmise  its  defective  caption  fails  to  comply  with  the  proper  notice  required  hy 
Article  III,  Section  35  of  the  Texas  Constitution,  thus  rendering  said  statute 
invalid. 

6.  See  p.  286,  Minutes  of  the  State  Board  of  Medical  Examiners. 

7.  Texas  case  decisions  and  Attorney  General's  Opinions  upholding  the  right 
of  corporations  to  employ  or  contract  with  physicians  for  the  delivery  of  health 
care:  (a)  Republic  Reciprocal  Insurance  Company  v.  Colgin  Hospital  and 
Clinic  65  S.W.  2d  286,  (b)  Woodson  v.  Scoit  and  White  Hospital  186  S.W.  2d 
720,  (c)  Texas  A.  G.  Opinion  0-3572,  (d)  Texas  A.  G.  Opinion  0-4986-A, 
(e)  Texas  A.  G.  Opinion  WW-278. 

The  authority  of  a  corporation  to  collect  fees  for  professional  medical  and 
surgical  attention  rendered  to  a  patient  was  first  tested  in  Texas  in  Republic 
Reciprocal  Insurance  Association  v.  Colgin  Hospital  and  Clinic  65  S.W.  2d  286 
(1933).  Seeking  to  refuse  payment  for  services  so  rendered,  the  appellant  in- 
surance company  contended  that  "a  corporation  cannot  practice  medicine  and 
cannot  therefore  collect  its  charges  for  any  professional  medical  or  surgical 
attention  it  does  not  render  a  patient." 

The  Court  overruled  that  position  and  upheld  the  right  of  a  sanitorium  to 
employ  physicians  for  the  delivery  of  medical  care.  "In  ordinary  acceptation, 
a  sanitorium  is  an  institution  for  the  treatment  of  sick  persons,  as  well  as 
for  ministering  to  related  needs  of  patients.  This  treatment  reasonably  em- 
braces, within  its  purview,  the  services  of  natural  persons  who  practice 
medicine.  The  statutes  expressly  authorize  corporations  for  the  erection  and 
maintenance  of  sanitoriums.  R.S.  1925.  Art.  1302,  subd.  6.  The  authority  in 
such  a  corporation  to  provide  medical  treatment  to  the  patients  and  to  employ, 
for  that  purpose,  those  persons  who  are  duly  licensed  to  practice  medicine,  is 
reasonably  implied." 

In  1939  a  provision  was  added  to  the  Medical  Practices  Act  which  might 
have  served  as  statutory  challenge  to  the  Colgin  Hospital  decision.  The  new 
subsection  12  of  Article  4505  of  the  Medical  Practices  Act  provided  that  "the 
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impersonation  of  a  licensed  practitioner,  or  permitting  or  allowing  another  to 
use  his  license  or  certificate  to  practice  medicine  in  this  State  for  the  purpose 
of  treating  or  offering  to  treat  sick,  injured,  or  afflicted  human  beings"  should 
be  grounds  for  revocation  of  a  physician's  license.  This  same  subsection  has 
been  used  by  the  Texas  Medical  Association  as  grounds  for  argument  that  a 
physician  may  not  be  employed  by  or  contract  his  services  to  another.  (See 
official  correspondence  of  the  Board,  note  8  below.) 

In  1941  the  State  Board  of  Medical  Examiners  evidently  construed  subsection 
12  of  Article  4505  to  mean  that  employment  of  a  physician  by  any  clinic  or 
hospital  was  the  equivalent  of  "permitting  or  allowing  another  to  use  his  (a 
physician's)  license."  In  that  year  the  Secretary  of  the  Board  requested  an 
Attorney  General's  opinion  as  to  whether  the  establishment  of  a  community- 
controlled  hospital  association  which  would  employ  doctors  would  constitute  a 
violation  of  said  section  of  the  Medical  Practices  Act. 

In  reciting  the  facts  of  the  situation,  the  Attorney  General  noted  that  the 
corporate  entity  in  question,  "The  South  Plains  Cooperative  Health  Association, 
shall  not  have  any  capital  stock  and  shall  not  be  operated  for  profit,  but  all 
of  its  operations  shall  be  for  the  mutual  benefits  of  its  members."  Citing  the 
Colgin  Hospital  decision,  the  Court  upheld  the  right  of  a  duly  and  lawfully 
incorporated  sanitorium  to  deliver  medical  care,  saying,  "We  find  nothing  in 
the  medical  practice  act  which  prevents  a  hospital  from  hiring  one  or  more 
physicians  to  perform  professional  services  for  its  patients." 

The  Attorney  General  implied  that  there  is  a  significant  legal  distinction 
between  an  individual's  using  another's  license  to  practice  medicine  and  a 
non-profit  group's  employing  a  physician  to  practice  medicine.  He  held  that, 
"From  a  consideration  of  the  Medical  Practice  Act  and  the  case  cited,  we  can 
find  no  reasonable  basis  under  the  charter  and  the  proposed  plan  of  operation 
for  holding  as  a  matter  of  law  that  the  South  Plains  Cooperative  Hospital 
Association  is  itself  practicing  medicine  or  will  practice  medicine."  (A.  G. 
Opinion  No.  0-3752,  1941. ) 

The  right  of  a  lay  controlled  community  health  organization  to  contract 
with  physicians  for  services  as  affirmed  in  the  Attorney  General's  opinion 
pertaining  to  the  South  Plains  Cooperative  is  validated  in  another  Attorney 
General's  opinion,  WW-1475  (1941).  The  latter  opinion  request  was  submitted 
by  the  Chairman  of  the  Insurance  Board,  who  wished  to  know  whether  such 
a  cooperative  was  engaged  in  the  insurance  business.  That  opinion  implies  the 
Attorney  General's  approbation  of  a  contract  l)etween  a  private,  non-profit 
corporation  and  a  group  of  physicians  for  the  delivery  of  health  care  to  the 
public. 

The  right  of  lay  persons  to  establish  non-profit  corporations  for  the  purpose 
of  delivering  health  care  to  the  public  was  given  express  legislative  sanction 
in  1945,  when  the  legislature  provided  that  a  charitable  corporation  could  be 
formed  "for  the  purpose  or  purposes  of  owning  and  operating  non-profit  co- 
operative hospitals  and  for  the  purpose  of  providing  a  suitable  place  in  the 
immediate  locality  where  members  and  families  of  members  of  such  corpora- 
tions may  obtain  medical,  dental,  health,  surgical,  nursing,  hospitalization,  and 
related  services  and  benefits."  Sess.  Laws  49th  Legis.  Sess.  Ch.  70,  at  102 
(1945).  Although  the  1945  statute  authorizing  tlie  incorporation  of  charitable 
non-profit  health  cooperatives  was  repealed  in  1901  when  the  state  revised  its 
corporate  statutes,  the  1961  act  provided  that  "the  repeal  by  this  act  shnll  not 
give  rise  to  the  inference  that  corporations  may  not  hereafter  be  organized 
for  the  purposes  so  repealed."  Sess.  Laws  57th  Sess.  Ch.  229  at  462. 

The  year  1945  also  brought  the  most  significant  Texas  case  law  interpretation 
of  the  allowable  relationship  between  a  physician  and  a  corporation.  Woodson 
v.  Slcott  d  White  HospUnl  186  S.W.  2d  720,  addresses  three  significant  issues: 

1.  What  constitutes  practice  of  medicine  by  a  corporation? 

2.  Who  may  be  licensed  to  practice  medicine? 

3.  Is  a  physician  who  contracts  his  services  engaged  in  the  corporate  practice 
of  medicine? 

While  it  did  not  fully  answer  the  question  as  to  what  constitutes  the  practice 
of  medicine  by  a  corporation  the  Court  said,  "It  may  be  said  that  the  general 
rule  is  that  a  corporation  organized  for  profit  cannot  do  so :  nor  employ  physi- 
cians as  its  agents  to  do  so  for  it."  (p.  274,  supporting  cases  cited.) 
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With  respect  to  who  may  be  licensed  to  practice  medicine,  the  Court  replied, 
"Obviously,  under  the  Medical  Practice  Act  of  Texas,  a  license  to  practice 
medicine  can  be  issued  only  to  a  natural  person." 

Resorting  to  the  Colgin  Hospital  decision  and  the  statute  providing  for  the 
creation  of  non-profit  corporations  as  sanitoriums,  the  Woodson  Court  upheld 
the  right  of  a  physician  to  contract  his  services  on  the  following  grounds : 

".  .  .  Woodson  and  his  associates,  under  said  contract  were  neither  employees 
nor  agents  of  the  corporation.  They  were  more  in  the  nature  of  independent 
contractors.  .  .  ." 

Under  such  circumstances,  we  think  it  clear  that  they  did  not  act  as  agents 
or  employees  of  the  corporation;  that  their  acts  were  not  the  acts  of  a  cor- 
poration ;  and  that  the  corporation  as  such  was  not  engaged,  in  so  far  as  said 
contract  is  concerned,  in  practicing  medicine  through  them  as  its  agents,"  (at 
275). 

Texas  A.  G.  Opinion  WW-278  examines  a  Texas  case  which  involved  only 
the  issue  of  salaried  employment  of  physicians ;  the  significant  questions  as  to 
the  legality  of  a  contract  arrangement  for  the  reimbursement  of  fees  was  not 
addressed.  The  case  addressed  is  F.  W.  B.  Rockett  v.  Texas  State  Board  of 
Medical  Examiners,  2S7,  S.W.  2d  190  (1956).  It  involved  a  physician  employed 
on  a  straight  salary  basis  by  one  Ralph  E.  Thomas,  who  owned  and  operated 
the  unincorporated  Thomas  Clinic.  The  facts  of  the  case  give  substance  to  the 
charge  that  Rockett  was  indeed  allowing  another  to  use  his  license  to  practice 
medicine  in  a  manner  which  was  in  contravention  to  the  intent  of  Article 
4505  (12). 

In  short,  the  Rockett  decision  did  not  involve  the  question  of  a  relationship 
between  a  non-profit  corporation  and  a  physician.  Therefore  the  1957  Attorney 
General's  Opinion  under  attack  made  an  error  as  to  facts  in  relying  on  Rockett 
as  grounds  for  its  ruling  that  "when  a  corporation  employs  a  licensed  physician 
to  treat  patients  .  .  .  the  corporation  is  unlawfully  engaged  in  the  practice  of 
medicine  and  the  licensed  physician  so  employed  is  violating  the  provisions 
of  Article  4505  (12),  V.C.S.,  and  is  subject  to  having  his  license  to  practice 
medicine  in  Texas  cancelled.  .  .  ."  Furthermore,  the  1957  A.G.  Opinion  does 
not  explore  the  history  of  the  question  as  to  whether  a  non-profit  corporation 
may  contract  with  a  physician  for  the  delivery  of  medical  services. 

The  central  question  is  whether  there  is  indisputable  ground  for  assuming 
that  the  Legislature  intended  that  Article  4505  (12)  should  be  construed  to 
prohibit  such  contracts.  Clearly  the  Attorney  General  who  rendered  Opinion 
0-3752  pertaining  to  the  South  Plains  Health  Association  did  not  think  so. 
An  interesting  Texas  case  in  point  is  Carp  v.  Texas  State  Board  of  Examiners 
in  Optometry  401  S.W.  2d  639  (1966).  The  case  involved  a  set  of  discretionary 
rules  adopted  by  the  Board  of  Examiners  in  Optometry  which  extended  the 
grounds  on  which  the  Board  might  refuse  to  issue  a  license  or  might  cancel, 
revoke,  or  suspend  a  license.  In  reaching  its  decision  the  Court  employed  a 
principle  of  statutory  construction  which  could  also  be  used  to  refute  the 
Garcia  decisions  over  broad  judicial  construction  of  the  extension  of  grounds 
for  revoking  a  license. 

In  the  Carp  decision  the  Court  held  : 

[4,5]    (1)  By  naming  the  ten  grounds  for  refusing  or  canceling  a  license 
the  Legislature  in  eifect  expressed  its  intention  to  exclude  all  others.  The 
maxim,  e-xpressio  unius  est  exolusio  alterius   (the  naming  of  one  tiling  ex- 
cludes another)   is  applicable  here.  Though  not  conclusive  the  maxim  has 
been  pronounced  a  logical,  sensible  and  sound  rule  of  statutory  construc- 
tion. .53  Tex.Jur.2d  20.5-206.  It  has  often  been  applied  in  determining  the 
powers  which  have  been  or  have  not  been  delegated  by  the  Legislature  to 
administrative  boards,  commissions,  licensing  authorities  and  others.  (Case 
cites  included.) 
Following  this   argument,   it  might  be  said   that  in   taking  upon   itself  the 
task  of  listing  in  Article  4505  the  grounds  upon  which  a  license  to  practice 
medicine  may  be  revoked  or  .siispended,  the  Legislaure  plainly  manifested  its 
intention    to    exclude   all    other   groimds,    and   that   any   attempt   to  construct 
Article  4.505  (12)  as  prohibiting  the  right  to  contract  for  a  physician's  services 
is  without  merit  and  invalid. 

35-554— 74— pt.  1 19 
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At  present,  the  contract  mechanism  has  the  ofBcial  sanction  of  two  Texas 
administrative  agencies :  The  State  Board  of.  Insurance,  and  the  State  Board  of 
Medical  Examiners.  The  Insurance  Board's  approval  is  expressed  in  its  pub- 
lished "Guidelines  for  the  Formation  and  Operation  of  Comprehensive  Prepaid 
Health  Care  Plans."  The  State  Board  of  Medical  Examiners'  approval  or  this 
mechanism  is  not  a  matter  of  general  public  knowledge,  but  it  is  demonstrated 
by  the  fact  that  under  Article  450ya  the  Board  has  certitied  articles  of  incor- 
poration for  a  physician's  corporation  called  National  Comprehensive  Health 
Services.  When  that  group  submitted  their  articles  to  the  Board  of  Medical 
Examiners,  they  expressed  their  intent  to  contract  with  consumer  groups 
for  the  delivery  of  health  care  services  and  included  a  copy  of  their  contract 
with  participating  physicians  with  their  articles  of  incorporation.  Interest- 
ingly, the  Board  of  Medical  Examiners  also  certified  the  North  Central  Texas 
Medical  Foundation,  which  expressed  an  intent  "to  investigate  the  possibility 
of  employing  medical  doctors  to  do  emergency  work  at  the  Wichita  General 
Hospital."  By  attacking  in  court  a  practice  which  the  Board  covertly  sanctions 
as  legal  for  groups  incorporated  by  doctors,  counsel  for  the  Board  may  leave 
himself  open  to  the  charge  of  deceiving  the  public  and  perpetrating  an  un- 
lawful double  standard. 

8.  Correspondence  from  the  files  of  the  State  Board  of  Medical  Examiners 
pertaining  to  the  Corporate  Practice  of  Medicine : 

(a)  April  18,  1963  letter  from  Louis  Goldfaden  to  Dr.  M.  H.  Crabb,  Secre- 
tary, State  Board  of  Medical  Examiners 

(b)  April  25,  1963  letter  from  C.  Dean  Davis  to  Louis  Goldfaden 

(c)  October  4,  1962  letter  from  Ben  E.  Zimmerman  to  Dr.  M.  H.  Crabb 

(d)  August  21,  1962  letter  from  Dr.  M.  H.  Crabb  to  George  M.  Brewer, 
Administrator,  Methodist  Hospital,  Lubbock,  Texas 

(e)  February  11,  1960  letter  from  Pat  Bailey  to  Dr.  M.  H.  Crabb 

(f)  February  2,  1960  letter  from  Dr.  Paul  L.  Richburg  to  Dr.  M.  H.  Crabb 

(g)  August  7,  1959  letter  from  Dr.  M.  H.  Crabb  to  Dr.  Albert  H.  Keeve 

It  is  interesting  to  note  that  the  Board  files  given  to  me  contained  no  items 
of  correspondence  from  Sam  Stone,  even  though  the  Board  minutes  of  October 
14,  1972,  (p.  322)  indicate  that  Mr.  Stone  does  handle  correspondence.  In  the 
file  labeled  "Corporate  Practice  of  Medicine,"  there  was  no  correspondence  at  all 
signed  by  Mr.  Stone. 

9.  See  p.  214,  minutes  of  the  State  Board  of  Medical  Examiners,  January 
23.  1971. 

10.  For  the  role  of  Sam  Stone  in  drafting  the  "guidelines,"  see  the  following 
pages  of  minutes  from  the  State  Board  of  Medical  Examiners : 

(a)  p.  279— January  16.  1972 

(b)  p.  283— March  11,  1972.  Melvin  Corley  was  the  Attorney  assigned  to  the 
Board  from  the  Attorney  General's  staff. 

(c)  p.  286— June  10,  1972  [see  Exh.  6  to  Exh.  11a]. 

W'hen  I  requested  copies  of  the  drafts  of  the  guidelines,  I  was  told  by  Mr. 
Stone  that  they  were  no  longer  in  existence. 

11.  (a)   1  Tex.Jur.  2d,  p.  664— pertaining  to  administrative  law. 

(b)  Article  4509  of  the  Texas  Medical  Practices  Act. 

Note  that  this  article  itemizes  the  circumstances  under  which  the  State  Board 
of  Medical  Examiners  may  delegate  their  regulatory  powers  to  "any  commit- 
tee." The  Legislature  did  not  grant  the  Medical  Examiners  the  power  to  dele- 
gate authority  to  approve  or  disapprove  certification  of  non-profit  corporations. 

(c)  Memo  on  January  18,  1973  phone  call  from  Sam  Stone  to  staff  at  Board 
of  Medical  Examiners — Hidalgo  Foundation  for  Medical  Care  file. 

(d)  Letter  from  Sam  Stone  to  Mary  Ann  Black  dated  January  8,  1974 — 
Woodlands  Health  Association  file. 

12.  Supplement  to  the  House  Journal,  63rd  Legislature,  p.  V-33. 

13.  Files  from  the  State  Board  of  Medical  Examiners  : 

(a)  North  Central  Texas  Medical  Foundation  file— October  30,  1973  letter 
to  A.  Bryan  Spires. 

(b)  Hidalgo  Foundation  for  Medical  Care  file — January  17,  1973,  letter  to 
M.  H.  Crabb. 

14.  Files  from  the  Corporate  Division,  Secretary  of  State — receipt  to  Phil 
Overton. 
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15.  Guidelines  for  the  Formation  and  Operation  of  Prepaid  Health  Care 
Plans — Texas  State  Board  of  Insurance. 

10.  Minutes  of  the  State  Board  of  Medical  Examiners,  June  10,  1972,  p.  2S6. 
See  Exhibit  10  above.  See  also  Article  4509a,  exhibit  5c,  above. 

17.  Items  from  files  at  State  Board  of  Medical  Examiners  : 

(a)  Bexar  County  Medical  Foundation  file — December  13,  1971  letter  to 
Bernard  Rappoport  indicating  certification  granted.  (Board  guidelines  not 
passed  until   June  10,   1972.)     (See  Board  minutes,  p.  2SG.)    [Exh.  G  to  Exh. 

11a.] 

(b)  Kelsey-Seybord  file— March  20,  1972  letter  from  Dr.  M.  H.  Crabb  to 
Charter  Division,  Secretary  of  State  indicating  certification  granted. 

IS.  Items  from  files  at  State  Board  of  Medical  Examiners  : 

(a)  Southwest  Texas  Medical  Foundation  file — November  10,  1972  letter  to 
Dr.  M.  H.  Crabb  indicating  removal  of  Dr.  James  Stewart  from  the  Board. 

(b)  Medical  Research  Associates  file — 

(1)  January  3.  1973  letter  from  M.  II.  Crabb  to  Cecil  Bain  indicating  re- 
moval of  Dr.  Schazner  from  board  of  directors  of  Medical  Research  Associates. 

(2)  December  22,  1972  letter  from  Cecil  Bain  to  Dr.  M.  H.  Crabb  protesting 
injustice  of  Board's  guidelines. 

(e)  Hidalgo  Foundation  for  Medical  Care — in-house  work  sheets  indicating 
exclusion  of  Dr.  Kenneth  Fesler  from  board  of  directors. 

19.  Items  from  the  files  at  the  State  Board  of  Medical  Examiners : 

(a)  National  Comprehensive  Health  Services 

(1)  Affidavit  concerning-  directors,  indicating  that  strictures  applied  to  Dr. 
Schazner  of  Medical  Research  Associates  were  waived  for  Dr.  Victor  Kahler. 

(2)  In-house  work  sheet  indicating  that  Dr.  Kahler's  position  was  approved 
by  Sam  Stone — dated  January  20,  1973. 

(b)  Woodlands  Health  As.sociation — 

(1)  Questionnaire,  Dr.  Lawrence  Heideman 

(2)  Questionnaire,  Dr.  Clarence  Skrovan 

20.  Items  from  the  files  at  the  State  Board  of  Medical  Examiners  : 
(a)  Medical  Research  Associates  (  research  foundation)  — 

(1)  November  21,  1972  letter  to  M.  H.  Crabb  indicating  purposes  of  cor- 
poration 

(2)  November  29,  1972  notice  of  certification 

(1))   San  Antonio  Society  of  Ophthalmology  and  Otolaryngology — 

(1)  February  2,  1973  letter  to  Dr.  John  Y.  Harper 

(2)  February  23,  1973  letter  to  Corporate  Division.  OflSce  of  the  Secretarj" 
of  State 

Mr.  Stone  evidently  changed  his  mind  with  respect  to  the  Board's  role  in 
certifying  research  groups. 

[Exhibit  1  to  Exhibit  lla| 
PAYROLL  DETAIL,  PERIOD  ENDING  JANUARY  31,  1974 


Name  and  title 


Gross 
amount 


Net 
amount 


Deductions 


Witholding 

Retirement 

OASI 

Insurance 

141.30 

54.00 

52.65 

4.43 

105.00 

46.08 

44.93 

29.94 

153.50 

44.58 

43.47 

6.43 

78.20 

33.12 

32.29 

2.63; 

105.00 

46.08 

44.93 

24.46 

158.70 

50.88 

49.61 

5.13: 

210.00 

6S.46 

66.75 

24. 4S 

81.40 

48.00 

46.80 

32.94 

Mary  Ann  Black_,_ 900  647.62 

Jo  Edmondson,  1502 768  542.05 

Sylvia  Lawson,  1502 743  495.02 

Joan  Moore,  0135 552  405.76 

Mary  Jo  Pinckard,  1502. _ 768  547.53 

Helen  J.  Secord,  1162 848  583.68 

JohnSortore 1,141  771.33 

Sam  V.Stone,  Jr.,  attorney 800  590.86 

Total  payroll 6,520  4,583.85 

Director  of  Internal  Revenue 1,  033. 10 

Employees  retirement  system:  391.20 

plus  391.20 782.40 

State  Treasurer:  381.43  plus  381.43 762.86 

Blue  Cross-Blue  Shield  (State's  por- 
tion $100  included) --- 208.92 

Family  Cancer  Plan  Insurance  Co 21.50 


1,033.10 


391.20 


381.43 


130.42 
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PAYROLL  DETAIL,  PERIOD  ENDING  DECEMBER  31,  1973 


Name  and  Title 


Gross 
amount 


Net 
amount 


Deductions 


Warrant         With-        Retire- 
No.       holding  ment 


OASI 


Insurance 


Mary  Ann  Black.., 900  649.42 

Jo  Edmondson,  1502 768  558.23 

Sylvia  Lawson,  1502... 743  498.82 

Joan  Moore,  0135 552  405.76 

Mary  Jo  Pinckard,  1502.... 768  551.33 

Helen  J.  Secord,  1162 848  583.68 

JohnSortore 1,141  838.08 

Sam  V.  Stone,  Jr.,  attorney 800  593.86 

Total  payroll 6,520  4,679.18. 

Director  of  internal  revenue 1,033.10 

E.nployees   retirement   system:   391.20 

plus  391.20 _ 782.40 

State  Treasurer:  314.68  plus  314.68 629.36 

Blue  Cross-Blue  Shield  (Includes  $100 

State's  Portion  ($187.94)) 87.94 

Family  Cancer  Insurance  Plan 13.90 


279  141.30  54.00  52.65  2.63 

280  105.00  46.08  44.93  13.76 

281  153.50  44.58  43.47  2.63 

282  78.20  33.12  32.29  2.63 

283  105.00  46.08  44.93  20.66 

284  158.70  50.88  49.61  5.13 

285  210.00  68.46.. 24.46 

286  81.40  48.00  46.80  29.94 

1,033.10       391.20       314.68         101.84 

287 

288 

289 

290 

291 


PAYROLL  DETAIL,  PERIOD  ENDING  NOVEMBER  30,  1973 


"Name  and  Title 


Mary  Ann  Black 

Jo  Edmondson,  1502 

Sylvia  Lawson,  1502 

Joan  Moore,  0135 

Mary  Jo  Pinckard,  1502 

Helen  J.  Secord,  1162 

John  Sortore 

Sam  V.Stone,  Jr., attorney 

Total  payroll 

Director  of  Internal  Revenue 

Employaes  retirement  system:  391.20 

plus  391.20 

State  Treasurer:  359.96  plus  359.96 

Blue  Cross-Blue  Shield 

Family  Cancer  Insurance  Plan 


Net 
amount 

Warrant 
No. 

Deductions 

Gross 
amount 

With- 
holding 

Retire- 
ment 

OASI 

Insurance 

900 
768 

649.  42 
558.  23 
498.  82 
405.76 
551.33 
583.68 
792.80 
593. 86 

224 
5 
6 
7 
8 
9 
23 
1 

141.30 
105.00 
153.50 

78.20 
105.00 
158.70 
210.00 

81.40 

54.00 
46.08 
44.58 
33.12 
46.  OS 
50.88 
68.46 
48.00 

52.65 
44.93 
43.47 
32.29 
44.93 
49.61 
45.28 
46.80 

2.63 
13.76 

743 
552 
758 
848 

2.63 

2.63 

20.66 

5.13 

1,141 
800 

24.46 
29.94 

6,  520 

4,633.90  . 

1,033.10 

391.20 

359.96 

101.84 

1,033.10 

782.40 

719.92 

87.94 

13.90 

2 

3 

4 
5 
6 

[Exhibit  2a  to  Exhibit  11a] 


State  of  Texas,  Office  of  the  Secketaby  of  State,  Austin,  Tex.,  Registration 

FOBM 

Registration  Form  for  Persons  Engaged  in  Activities  Designed   to  Influence 

Legislation 

Pursuant  to  Article  6252-9c,  Sec.  2(1),  V.A.C.S.,  a  "person"  is  defined  as  "an 
individual,  corporation,  association,  firm,  partnership,  committee,  club,  or  other 
organization,  or  a  group  of  persons  who  are  voluntarily  acting  in  concert." 

Persons  required  to  register: 

Sec.  3(a)  of  the  Act  provides  that  the  following  persons  must  register  with 
the  Secretary  of  State  as  provided  in  Section  5  of  Art.  6252-9c,  "V.A.C.S. : 

(1)  a  person  who  makes  a  total  expenditure  in  excess  of  $200  in  a  calendar 
quarter,  not  including  his  own  travel,  food,  or  lodging  expenses,  or  his  own 
membership  dues,  for  communicating  directly  with  one  or  more  members  of 
the  legislative  or  executive  branch  to  influence  legislation. 

(2)  a  person  who  receives  compensation  or  reimbursement  from  another  to 
communicate  directly  with  a  member  of  the  legislative  or  executive  branch  to 
influence  legislation. 

(b)  a  person,  other  than  a  member  of  the  .judicial,  legislative,  or  executive 
branch,  who,  as  part  of  liis  regular  employment,  communicates  directly  with  a 
member  of  the  legislative  or  executive  branch  to  influence  legislation,  whether  or 
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not  any  compensation  in  addition  to  the  salary  for  tliat  regular  employment  is 
received  for  the  communication,  must  register  under  Subsection  (a),  Paragraph 
(2),  of  this  section. 

Exceptions — see  reverse  side: 

Instructions:  (1)  Please  type  information  in  spaces  provided.  (2)  Each 
registrant  must  file  a  separate  registration  form  for  each  "person"  for  whom 
the  registrant  communicates  directly  with  a  member  of  the  legislative  or  execu- 
tive branch  to  influence  legislation.  (3)  Each  registrant  must  file  a  supplemental 
registration  form  indicating  any  change  in  the  information  contained  in  the 
registration  within  10  days  after  the  date  of  the  change. 

1.  Name  of  Registrant :  Sam  V.  Stone,  Jr. 

Address  of  Registrant :  1905  N.  Lamar  Blvd.,  Austin,  Texas  78705. 

2.  Normal  Business  of  Registrant :  Practice  of  law. 

Normal  Business  Address  of  Registrant :  1905  N.  Lamar  Blvd.,  Austin  Texas 
78705. 

3.  The  full  name  and  address  of  each  person  who  made  a  contribution  or  paid 
a  membership  fee  in  excess  of  $500  during  the  preceding  12-month  period  to 
the  registrant  or  to  the  person  by  whom  the  registrant  is  reimbursed,  retained, 
or  employed  regardless  of  whether  it  was  paid  solely  to  influence  legislation : 

Name  :  Texas  Medical  Association. 
Address :  1801  N.  Lamar  Blvd.,  Austin,  Texas  78701. 

Exceptions:  Sec.  4.  The  following  persons  are  not  required  to  register  under 
the  provisions  of  this  Act : 

(1)  persons  who  own,  public,  or  are  employed  by  a  newspaper  or  other 
regularly  published  periodical,  or  a  radio  station,  television  station,  wire  service, 
or  other  bona  fide  news  medium  which  in  the  ordinary  course  of  business 
disseminates  news,  letters  to  the  editors,  editorial  or  other  comment,  or  paid 
advertisements  which  directly  or  indirectly  oppose  of  promote  legislation,  if 
such  persons  engage  in  no  further  or  other  activities  and  represent  no  other 
persons  in  connection  with  influencing  legislation  ;  and 

(2)  persons  appearing  before  a  legislative  committee  at  the  invitation  of  the 
committee  and  who  receive  no  compensation  for  their  appearance  other  than 
reimbursement  from  the  state  for  expenses  and  engage  in  no  further  or  other 
activities  to  influence  legislation. 

4.  State  the  full  name  and  address  of  the  person  by  whom  the  registrant  is 
reimbursed,  retained,  or  employed  to  directly  communicate  with  a  member  of 
the  legislative  or  executive  branch  to  influence  legislation : 

Name :  Texas  Medical  Association. 

Address :  1801  N.  Lamar  Blvd.,  Austin,  Texas  78701. 

5.  State  the  full  name  and  address  of  the  person  on  whose  behalf  the  regis- 
trant is  to  communicate  directly  with  a  member  of  the  legislative  or  executive 
branch  to  influence  legislation : 

Name :  Texas  Medical  Association. 

Address :  1801  N.  Lamar  Blvd.,  Austin,  Texas  78701. 

6.  State  specific  description  of  the  matters  on  which  you,  the  registrant, 
expect  to  communicate  directly  with  a  member  of  the  legislative  or  executive 
branch  to  influence  legislation,  including,  if  knovv-n,  the  bill  numbers  and 
whether  you,  the  registrant,  support  or  oppose  each  bill  listed. 

Specific  description  of  matters : 

Medical  matters  that  relate  to  M.D.'s  Article  16,  Section  31  of  the  current 
Constitution :  support. 

If  your  activities  are  done  on  behalf  of  the  members  of  a  group,  other  than 
a  corporation,  state  the  following : 

Number  of  members  of  the  group : 

A  full  description  of  the  methods  by  which  you.  as  registrant  for  the  group, 
develop  and  make  decisions  about  positions  on  policy. 

VERIFICATION 

I  do  solemnly  swear  that  the  foregoing  Registration  Form,  filed  herewith  is 
in  all  things  true  and  correct,  and  fully  shows  all  information  required  to  be 
reported  by  me  pursuant  to  Article  6252-9c,  V.A.C.S. 

Sam  V.  Stone. 
Sworn  to  and  subscribed  before  me  by  Sam  V.  Stone,  Jr.  this  the  2nd  day 
of  January  1974,  to  certify  which,  witness  my  hand  and  seal. 

Elaine  E.  Gaetz, 
Notary  PuWic,  Travis  County,  Tex. 
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[Exhibit  2b  to  Exhibit  11a] 

State  of  Texas?,  Office  of  the  Secretary  of  State,  Austin,  Tex.,  Registration 

Form 

Registration  Form  for  Persons  Engaged   in   Activities   Designed   to   Influence 

Legislation 

Pursuant  to  Article  6252-9c,  Sec.  2(1),  V.A.C.S.,  a  "person"  is  defined  as  "an 
individual,  corporation,  association,  firm,  partnership,  committee,  club,  or  other 
organization,  or  a  group  of  persons  who  are  voluntarily  acting  in  concert." 

Persons  required  to  register: 

Sec.  3(a)  of  the  Act  provides  that  the  follow^ing  persons  must  register  with 
the  Secretary  of  State  as  provided  in  Section  5  of  Art.  6252-9c,  V.A.C.S. : 

(1)  a  person  who  makes  a  total  expenditure  in  excess  of  $200  in  a  calendar 
quarter,  not  including  his  own  travel,  food,  or  loding  expenses,  or  his  own 
membership  dues,  for  communicating  directly  with  one  or  more  members  of  the 
legislative  or  executive  branch  to  influence  legislation. 

(2)  a  person  who  receives  compensation  or  reimbursement  from  another  to 
communicate  directly  with  a  member  of  the  legislative  or  executive  branch  to 
influence  legislation. 

(b)  a  person,  other  than  a  member  of  the  judicial,  legislative,  or  executive 
branch,  who,  as  part  of  his  regular  employment,  communicates  directly  with  a 
member  of  the  legislative  or  executive  branch  to  influence  legislation,  whether 
or  not  any  compensation  in  addition  to  the  salary  for  that  regular  employment 
is  received  for  the  communication,  must  register  under  Subsection  (a),  Para- 
graph  (2),  of  this  section. 

Exceptions — see  reverse  side 

Instructions:  (1)  Please  type  information  in  spaces  provided.  (2)  Each  regis- 
trant must  file  a  separate  registration  form  for  each  "person"  for  whom  the 
registrant  communicates  directly  with  a  member  of  the  legislative  or  executive 
branch  to  influence  legislation.  (3)  Each  registrant  must  file  a  supplemental 
registration  form  indicating  any  change  in  the  information  contained  in  the 
registration  within  10  days  after  the  date  of  the  change. 

1.  Name  of  Registrant :  Franklin  Ace  Pickens. 

Address  of  Registrant :  1905  N.  Lamar  Blvd.,  Austin,  Texa  78705. 

2.  Normal  Business  of  Registrant :  Attorney  at  Law. 

Normal  Business  Address  of  Registrant :  1905  N.  Lamar  Blvd.,  Austin,  Texas 
78705. 

3.  The  full  name  and  address  of  each  person  who  made  a  contribution  or  paid 
a  membership  fee  in  excess  of  $500  during  the  preceding  12-month  period  to 
the  registrant  or  to  the  person  by  whom  the  registrant  is  reimbursed,  retained, 
or  employed  regardless  of  whether  it  was  paid  solely  to  influence  legislation : 

Name:  Texas  Medical  Association. 
Address :  1801  N.  Lamar,  Austin,  Texas  78701. 

Exceptions:  Sec.  4.  The  following  persons  are  not  required  to  register  under 
the  provisions  of  this  Act : 

(1)  persons  who  own,  publish,  or  are  employed  by  a  newspaper  or  other 
regularly  published  periodical,  or  a  radio  station,  television  station,  wire  serv- 
ice, or  other  bona  flde  news  medium  which  in  the  ordinary  course  of  business 
disseminates  news,  letters  to  the  editors,  editorial  or  other  comment,  or  paid 
advertisements  which  directly  or  indirectly  oppose  or  promote  legislation,  if 
such  persons  engage  in  no  further  or  other  activities  and  represent  no  other 
persons  in  connection  with  influencing  legislation ;  and 

(2)  persons  appearing  before  a  legislative  committee  at  the  invitation  of  the 
committee  and  who  receive  no  compensation  for  their  appearance  other  than 
reimbursement  from  the  state  for  expenses  and  engage  in  no  further  or  other 
activities  to  influence  legislation. 

4.  State  the  full  name  and  address  of  the  person  by  whom  the  registration  is 
reimbursed,  retained,  or  employed  to  directly  communicate  with  a  member  of 
the  legislative  ©r  executive  branch  to  influence  legislation : 

Name :  Texas  Medical  Association. 

Address :  1801  N.  Lamar  Blvd.,  Austin,  Texas  78701. 

5.  State  the  full  name  and  address  of  the  person  on  whose  behalf  the  regis- 
trant is  to  communicate  directly  with  a  member  of  the  legislative  or  executive 
branch  to  influence  legislation : 
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6.  State  specific  description  of  the  matters  on  which  you,  the  registrant,  expect 
to  communicate  directly  with  a  member  of  the  lesislative  or  executive  branch 
to  influence  legislation,  including,  if  known,  the  bill  numbers  and  whether  you, 
the  registrant,  support  or  oppose  each  bill  listed. 

Specific  description  of  matters : 

Medical  matters  that  relate  to  M.D.'s.  Article  16,  Section  31  of  the  current 
Constitution :  Support. 

If  your  activities  are  done  on  behalf  of  the  members  of  a  group,  other  than 
a  corporation,  state  the  following: 

Number  of  members  of  the  group  : 

A  full  description  of  the  methods  by  which  you,  as  registrant  for  the  group, 
develop  and  make  decisions  about  positions  on  policy. 

VERIFICATTON 

I  do  solemnly  swear  that  the  foregoing  Registration  Form,  filed  herewith 
is  in  all  things  true  and  correct,  and  fully  shows  all  information  required  to 
be  reported  by  me  pursuant  to  Article  6252-9c,  V.A.C.S. 

Franklin  Ace  Pickens, 
Sworn  to  and  subscribed  before  me  by  Franklin  Ace  Pickens  this  the  2nd  day 
of  January,  1974,  to  certify  which,  witness  my  hand  and  seal. 

Elaine  E.  Gaetz, 
Notary  Public,    Travis   County,    Tejo. 


[Exhibit  2c  to   Exhibit  11a] 

State  of  Texas,  Office  of  the  Secretary  of  State,  Austin,  Tex.,  Registration 

Form 

Registration  Form  for  Persons  Engaged   in  Activities  Designed   to   Influence 

Legislation 

Pursuant  to  Article  6252-9c,  Sec.  2(1),  V.A.C.S.,  a  "person"  is  deflned  as 
"an  individual,  corporation,  association,  firm,  partnership,  committee,  club,  or 
other  organization,  or  a  group  of  persons  who  are  voluntarily  acting  in  concert." 

Fersoris  required,  to  register: 

Sec.  3(a)  of  the  Act  provides  that  the  following  persons  must  register  with 
the  Secretary  of  State  as  provided  in  Section  5  of  xVrt.  62u2-9c,  V.A.C.S. : 

(1)  a  person  who  makes  a  total  expenditure  in  excess  of  $200  in  a  calendar 
quarter,  not  including  his  own  travel,  food,  or  lodging  expenses,  or  his  own  mem- 
bership dues,  for  communicating  directly  with  one  or  more  members  of  tha 
legislative  or  executive  branch  to  influence  legislation. 

(2)  a  persons  who  receives  compensation  or  reimbursement  from  another  to 
communicate  directly  with  a  members  of  the  legislative  or  executive  branch  to 
influence  legislation. 

(b)  a  person,  other  than  a  member  of  the  judicial,  legislative,  or  executive 
branch,  who,  as  part  of  his  regular  employment,  communicates  directly  with  a 
member  of  the  legislative  or  executive  branch  to  influence  legislation,  whether 
or  not  any  compensation  in  addition  to  the  salary  for  that  regular  employment 
is  received  for  the  communication,  must  register  under  Subsection  (a),  Para- 
graph (2),  of  this  section. 

Exceptions — see  reverse  side 

Instructions:  (1)  Please  type  information  in  spaces  provided.  (2)  Each 
registrant  must  file  a  separate  registration  form  for  each  "person"  for  whom 
the  registrant  communicates  directly  with  a  member  of  the  legislative  or  execu- 
tive branch  to  influence  legislation.  (3)  Each  registrant  must  file  a  supplemental 
registration  form  indicating  any  change  in  the  information  contained  in  the 
registration  within  10  days  after  the  date  of  the  change. 

1.  Name  of  Registrant :  Philip  R.  Overton. 

Address  of  Registrant :  1905  N.  Lamar  Blvd.,  Austin,  Texas  78705. 

2.  Normal  Business  of  Registrant :  Attorney-at-Law. 

Normal  Business  Address  of  Registration  :  1905  N.  Lamar  Blvd.,  Austin,  Texas 
78705. 

3.  The  full  name  and  address  of  each  person  who  made  a  contribution  or 
paid  a  membership  fee  in  excess  of  $500  during  the  preceding  12-month  period 
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to  the  registrant  or  to  the  person  by  whom  the  registrant  is  reimbursed,, 
retained,  or  employed  regardless  of  whether  it  was  paid  solely  to  influence 
legislation : 

Name :  Texas  Medical  Association. 

Address :  1801  N.  Lamar  Blvd.,  Austin,  Texas  78701. 

2.  List  legislation  supported  or  opposed  by  any  person  you,  the  registrant, 
have  retained  or  employed  to  appear  on  your  behalf,  or  by  any  other  person 
appearing  on  your  behalf,  together  with  a  statement  of  your  position  for  or 
against  such  legislation. 

Statement  of  Registrant's  Position : 

Legislation:  Article  XVI,  Section  31.  Texas  Constitution:  Supported.  Article 
X,  Section  IS  of  CCP  #1 :  Supported.  General  Provisions  Committee  Report  re : 
above :  Supported. 

VERIFICATION 

I  do  solemnly  swear  that  the  foregoing  Activities  Report,  filed  herewith  is  In 
all  things  true  and  correct,  and  fully  shows  all  information  required  to  be 
reported  by  me  pursuant  to  Article  6252-9c,  V.A.C.S. 

Philip  R.  Overton. 
Sworn  to  and  subscribed  before  me  by  Philip  R.  Overton  this  the  8th  day  of 
April  1974,  to  certify  which,  witness  my  hand  and  seal. 

Mary  Jones, 
Notary  Public,  Travis  County,  Tex. 
Where  additional  space  is  needed,  please  attach  pages  of  the  approximate 
same  size  and  identify  section  to  which  the  attached  pages  pertain. 


[Exhibit  3  to  Exhibit  11a] 
[See  exhibit  8  to  exhibit  11a,  infra.] 


[Exhibit  4  to  Exhibit  11a] 

Minutes  of  December  6,  7,  8,  9,  1970  Meeting 

EXECUTIVE  SESSION, 

2:00  p.m.,  December  6,  1970 

The  meeting  was  called  to  order  by  the  President.  Dr.  Barnett  was  absent. 

Dr.  Rodarte  opened  the  meeting  by  saying  he  wanted  to  make  some  remarks 
— that  they  were  not  meant  to  be  anything  personal  about  any  one  member 
of  the  Board.  He  said  that  he  was  not  proud  of  the  Board  Meetings  and 
that,  in  his  opinion,  the  meetings  were  not  functioning  properly  the  past  year. 
He  mentioned  the  cases  whereby  the  Board  was  harassed  and  ridiculed  by 
the  Press.  He  discussed  the  best  method  of  preparing  our  complaints  or 
charges — whether  or  not  an  executive  committee  should  be  appointed  to  go 
over  the  cases  with  the  investigators  and  attorney.  He  questioned  whether  or 
not  the  Board  was  using  their  investigators  to  the  best  of  advantage  or  if 
they  should  be  out  in  the  field  more.  He  discussed  the  matter  of  getting  a 
full  or  part-time  lawyer  for  the  Board.  He  said  that  several  of  the  Board 
members  had  called  him  about  the  possibility  of  having  Sam  Stone  represent 
the  Board — that  Phil  Overton  had  telephoned  him  that  the  Board  could  have 
Sam  Stone  on  a  parti-time  basis  for  preparing  our  cases  and  carrying  the 
cases  through  to  the  end  and  that  he  could  meet  with  the  Board  for  the 
entire  session  of  the  Board  at  every  meeting.  That  the  question  before  the 
Board  was,  "Do  we  want  a  part-time  lawyer  and  is  he  going  to  be  Sam 
Stone?" 

Dr.  Rodarte  then  discussed  the  matter  of  using  the  FLEX  examination.  He 
told  the  Board  that  some  of  the  deans  of  the  medical  schools  were  meeting 
with  the  Board  on  Tuesday  at  1 :00  P.M..  to  discuss  with  the  Board  necessary 
changes  in  the  Medical  Practice  Act  regarding  the  pre-medical  and  medical' 
requirements,  so  that  the  executive  committee  could  present  them  to  the  Juris- 
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prudence  Committee  to  be  taken  up  at  the  Texas  Medical  Association  Meeting 

in  January. 

Dr.  Crabb  discussed  the  financial  condition  of  the  Board  and  also  that  if 
the  Board  used  FLEX  questions  they  would  be  graded  by  FLEX.  Further,  that 
it  would  be  necessary  to  ask  the  Budget  Board  for  an  additional  $30,000,  to 
cover  the  cost  of  using  FLEX  questions.  Dr.  Crabb  informed  the  Board  that 
he  had  received  a  letter  from  the  New  York  Board  stating  that  after  January 
1,  1071,  they  will  endorse  only  states  using  FLEX  and  only  if  results  of  the 
examination  meets  New  York  requirements,  namely,  a  FLEX  Weighted  Aver- 
age of  75%  or  over.  Dr.  Smith  said  that  they  all  could  get  along  without  the 
per  diem  and  that  Texas  has  a  right  to  determine  whom  they  will  license  in 
Texas  and  that  the  Board  should  not  be  pressured  into  using  the  FLEX 
questions.  Dr.  Ballard  suggested  that  some  one  check  very  thoroughly  into  the 
FLEX  examination  before  making  any  decision  and  that  the  most  important 
decision  to  be  made  at  this  time  is  that  we  hire  an  attorney.  Dr.  Delmer  agreed 
with  Dr.  Spires  that  we  adopt  FLEX  at  this  meeting  and  try  it  to  see  if  it 
would  work.  Dr.  Ballard  brought  up  the  questions — could  the  Board  affect 
FLEX  for  one  year.  Dr.  Crabb  said  he  would  have  to  get  an  Attorney  General's 
opinion  to  see  if  we  could  nse  it.  Dr.  Coats  stated  that  he  had  read  some 
of  the  FLEX  questions  and  that  they  did  not  seem  to  be  any  better  than  the 
Board  questions — that  the  matter  would  bear  more  invesigation  before  going 
into  it.  Dr.  Kemp  leaned  toward  FLEX,  but  like  Dr.  Coats,  thought  it  better 
to  wait  and  do  it  next  year.  Dr.  Crabb  okayed  what  Dr.  Coats  said — that  is, 
not  rush  into  it.  After  further  deiscussion,  Dr.  Ballard  made  a  motion 
to  instruct  the  Committee  to  find  out  whether  this  money  can  1)6  used  from, 
State  funds  and  also  ask  the  Attorney  General  for  an  opinion  to  learn  if  the 
Board  could  use  FLEX  on  an  evaluation  basis  for  one  year,  and  that  the 
committee  go  to  some  state  whei'e  they  are  giving  the  examination  to  observe 
how  the  examinations  are  given  and  then  the  Board  possibly  adopt  giving 
FLEX  for  the  December,  1971  Meeting.  Seconded  by  Drs.  Kemp  and  Wysong 
<md  oarj'ied. 

The  matter  of  hiring  an  attorney  again  was  discussed.  Dr.  Delmer  made  a 
motion  that  the  Board  employ  an  attorney  to  be  paid  with  the  Board  funds 
who  will  meet  with  the  *  *  * 

*  *  «  *  *  *  • 

After  the  Board  further  discussed  the  kind  of  attorney  they  would  need  and 
the  duties  they  would  expect  him  to  fulfill,  Dr.  Delmer  moved  that  the  Board 
approach  Sam  Stone  to  see  if  he  would  be  available.  Motion  seconded  by  Dr. 
Kemp  and  carried.  It  was  suggested  that  Dr.  Rodarte  telephone  Phil  Overton 
and  tell  him  the  Board  was  definitely  interested  in  Sam  Stone,  and  if  it  would 
be  possible  for  him  (Sam  Stone)  to  come  to  Fort  Worth  to  meet  with  the 
Board.  After  Dr.  Rodarte's  telephone  conversation  with  Phil  Overton,  Dr. 
Rodarte  informed  the  Board  that  Sam  Stone  could  not  be  in  Fort  Worth  on 
Monday,  because  he  was  on  his  way  to  Harlingen,  but  that  he  could  meet  with 
the  Board  on  Tuesday. 

Dr.  Delmer  again  brought  up  the  matter  by  the  investigators.  He  questioned 
if  the  investigators  were  serving  their  purpose  by  being  stationed  in  Fort 
Worth  and  if  it  would  be  better  for  them  to  be  stationed  in  their  respective 
territories^citing  the  J.  J.  Martinez  case  in  San  Antonio. 

At  4:15  P.M..  Sunday,  December  6th,  Sam  Stone  telephoned.  Dr.  Rodarte 
talked  to  him.  Mr.  Stone  said  that  he  could  be  in  Fort  Worth  on  Monday 
morning  at  0 :00  A.M.,  to  meet  with  the  Board. 

Dr.  Rodarte  then  brought  up  the  matter,  when  the  Board  met  in  Austin, 
they  (the  Board)  had  agreed  to  have  all  their  hearings  in  Austin. 

Dr.  Barnett  reported  at  4  :45  P.M. 

Dr.  Ballard  moved  that  the  Board  adjourn  to  continue  the  meeting,  Monday, 
December  7th,  at  7:30  A.M.  Motion  seconded  by  Dr.  Kemp  and  carried. 

Adjourned  at  J^.SO  P.M.,  December  6.  1970  until  7:30  A.M.,  December  7, 
1970. 

Executive  &  Examination  Session  &  Hearings.  7  :30  A.M.,  December  7,  1970 

The  COLLEGE  COMMITTEE  was  instructed  to  check  in  the  Examination 
Class.  The  Examination  Class  was  checked  in  and  the  list  approved  for  admis- 
sion to  the  examination  on  their  credentials  as  reported  by  the  College  Com- 
mittee. 
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At  9 :00  A.M.,  the  meeting  reconvened. 

Simon,  Geza,  M.D.,  an  examinee,  withdrew  from  the  examination  because 
he  is  going  to  obtain  a  New  York  license  through  tlie  National  Board  and 
then  apply  for  a  Texas  license  by  endorsement  with  New  York.  The  $50.00 
examination  fee  that  he  paid  is  to  apply  toward  his  reciprocity  fee  leaving  a 
balance  of  $50.00,  for  him  to  pay. 

Questions — were  adopted  and  approved  in  Bacteriology,  Chemistry,  Surgery, 
and  Obstetrics.  A  copy  of  each  set  of  questions  is  on  file  for  future  reference. 

Before  meeting  with  Sam  Stone,  the  Board  again  discussed  the  duties  which 
they  expected  Sam  Stone  to  fulfill. 

Sam  Stone  met  with  the  Board  to  discuss  the  position  of  representing  the 
Board  as  their  attorney.  He  stated  that  he  was  definitely  interested  in  the 
position.  The  Board  discussed  with  him  the  following  duties  they  expected  him 
to  fulfill. —  (1)  That  while  the  Board  is  in  session  he  should  be  there  full  time. 
(2)  That  he  should  be  available  to  meet  with  the  investigators  and  one  or 
two  Board  members  to  select  the  cases  the  Board  will  cite,  and  write  the  com- 
plaint properly.  (3)  That  he  was  to  represent  the  Board  and  try  all  their 
cases  and  follow  through  the  cases  including  injuctions  to  the  end.  That  if  it 
involved  a  court  procedure  he  would  represent  the  Board  with  the  representa- 
tive attorney  appointed  by  the  Attorney  General.  (4)  That  when  the  Board 
needs  him,  his  duty  will  be  to  the  Board,  provided  the  Board  gives  him  reason- 
able notice.  (5)  That  he  advise  the  Board  on  the  Rules  and  Regulations  and 
Medical  Practice  Act.  At  this  time,  Mr.  Stone  suggested  to  the  Board  that  the 
representative  attorney  from  the  Attorney  General's  Office  be  present  at  the 
Board  hearings,  so  that  he  would  be  familiar  with  the  cases  from  the  begin- 
ning. It  was  further  discussed  with  Sam  Stone  that  his  first  obligation  was  to 
the  Board — that  the  Board  was  employing  him  (Sam  Stone)  and  not  the  firm 
of  Overton  and  Stone.  That  the  starting  salary  would  be  $600.00  a  month  *  *  *. 


[Exhibits  5a  and  5b  to  Exhibit  11a] 

Legislative  Reference  Library, 

Austin,  Tex.,  Feiruaru  19,  191  Jf. 
I,  James  R.  Sanders,  Director  of  the  Legislative  Reference  Library,  DO 
HEREBY  CERTIFY  that  the  attached  pages  are  true  and  correct  copies  of 
the  bill  analysis  and  history  from  the  file  of  House  Bill  882,  62nd  Legislature, 
Regular  Session,  1971,  delivered  to  the  Library  by  the  Chief  Clerk  of  the 
House  of  Representatives,  and  on  file  in  the  Legislative  Reference  Library. 

James  R.  Sanders, 
Director,  Legislative  Reference  Library. 
Sworn  to  and  subscribed  before  me  on  the  19th  day  of  February,  1974. 

Sally  Reynolds. 
Notary  Public  in  and  for 

Travis  County,  Tex. 
My  Commission  Expires  June  1,  1975. 

H.  B.  No.  882 

Sec.  6.  In  the  event  that  any  section,  or  part  of  a  section,  or  provision  of  this 
Act  shall  be  held  unconstitutional,  invalid,  or  inoperative,  this  shall  not  affect 
the  remaining  sections  or  parts  of  sections  of  this  Act.  but  the  remainder  of 
this  Act  shall  he  given  effect  as  if  the  invalid,  unconstitutional,  or  inoperative 
section,  or  any  part  or  section  of  such  section  or  provision  had  not  been 
included. 

Sec.  7.  The  importance  of  this  legislation  and  the  crowded  condition  of  the 
calendars  in  both  houses  create  an  emergency  and  an  imperative  public  neces- 
sity that  the  Constitutional  Rule  reuiring  Bills  to  be  read  on  three  separate 
days  in  each  house  be  suspended,  and  this  Rule  is  hereby  suspended :  and  that 
this  Act  take  effect  and  be  in  force  from  and  after  its  passage,  and  it  is  so 
enacted. 

Von  Dohlen. 


289 

COMMITTEE  REPORT 

Austin,  Texas,  May  5,  1971. 
Hon.  G.  F.  (Gus)  Mutscher,  Speaker  of  the  House  of  Representatives. 

SIR :  We,  your  Committee  on  Public  Healtli,  to  wtiom  was  referred  H.  B.  No. 
882,  have  had  the  same  under  consideration  and  beg  to  report  back  with 
recommendation  that  it  do  pass,  and  be  not  printed. 

Committee  Substitute  was  recommended  and  is  to  be  printed  in  lieu  of  the 

original  bill. 

Dean  Neugent,  Chairman 

BILL  ANALYSIS 

Background  Information : 

Article  4501,  4503,  4505,  of  the  Revised  Civil  Statutes  of  Texas  provide  for 
the  requirements  for  application  for  licensure;  relate  to  the  examination  of 
applicants  ;  and  provide  for  refusal  to  admit  to  examination. 

What  the  Bill  Proposes  to  do: 

Amends  Articles  4501,  4503,  and  4505  of  the  R.C.S.T.  as  pertains  to  certain 
requirements  under  these  articles  and  creates  a  new  section  4509a  pertaining 
to  certification  of  Health,  Research,  and  Educational  organizations  by  the 
Board  of  Medical  Examiners. 

Section  by  Section  Analysis: 

Section  1.  Amends  Article  4501,  R.C.S.T.  pertaining  to  the  requirements  for 
application  for  licensure. 

Sec.  2.  Amends  Article  4503,  R.C.S.T.  pertaining  to  the  examination  of  the 
applicants. 

Sec.  3.  Amends  subsection  2  of  Article  4505  deleting  aiding  or  abetting  the 
procuring  of  a  criminal  abortion. 

Sec.  4.  Amends  subdivision  4,  Article  4505,  R.C.S.T.,  which  enlarges  the  scope 
of  conduct  that  is  to  be  restrained. 

Sec.  5.  Adds  new  subdivision  14  to  Article  4505  R.C.S.T.  relating  to  criminal 
abortion. 

Sec.  6.  New  subdivision  15  to  Article  4505  R.C.S.T.,  pertaining  to  aiding  or 
abetting  those  practicing  without  a  license. 

Sec.  V.  New  subdivision  16  to  Article  4505  R.C.S.T.  pertaining  to  inability  to 
practice  medicine  with  reasonable  skill  and  safety. 

Sec.  8.  Add  new  section  Article  4509(a)  pertaining  to  approval  and  certifica- 
tion by  the  Board  of  Health,  Research,  and  Educational  organizations. 

Sec.  9.  Repealer  Clause. 

Sec.  10.  Severability  Clause. 

Sec.  11.   Emergency  Clause. 

Summary  of  Committee  Action: 

The  Bill  was  reported  favorably,  as  amended,  by  a  unanimous  voice  vote. 
Bv :  Cavness 

H.B.  No.  882 

A  hill  to  be  entitled  an  act  amending  Title  71,  Chapter  6.  Revised  Civil  Sta- 
tutes of  Texas,  1925,  Article  4501,  Article  4503.  Article  4505,  and  adding  a 
new  Article  4509a  thereto;  providing  for  requirements  for  application  for 
licensure  by  the  Texas  State  Board  of  Medical  Examiners ;  .  .  .  etc. ;  and 
declaring  an  emergency. 

3-3-71— Filed. 

3-8-71 — Read  first  time  and  referred  to  Committee  on  Public  Health. 

5-6-71 — Reported  favorably  as  amended,  sent  to  printer. 

5-7-71 — Printed,  distributed  and  referred  to  Committee  on  Rules  at  3  :30  p.m. 

5-21-71 — Motion  to  suspend  all  necessary  rules  to  consider  prevailed  by  a 
non-record  vote. 

5-21-71 — Read  second  time,  amended  and  ordered  engrossed  by  a  non-record 
vote. 

5-21-71 — Read  third  time  and  passed  by  the  following  vote:  Yeas  141,  Nays 
0,  2  present  not  voting. 

Dorothy  Hallman, 
Chief  Clerk,  H.  of  R. 
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;S-21-71 — Sent  to  Engrossing  Clerk. 

:  5-21-71 — Engrossed. 

Orea  Gbiffin, 

Engrossing  Clerk,  H.  of  R. 

May  22,  1971 — Received  from  the  House. 

May  22,  1971 — Returned  from  Engrossing  Clerk  sent  to  the  Senate. 

May  25,  1971— Sent  to  Enrolling  Clerk. 

May  24,  1971 — Read,  referred  to  Committee  on  Public  Health. 

May  24,  1971 — Reported  favorably. 

May  25,  1971 — Regular  order  of  business  suspend  by  unanimous  consent 

May  25,  1971 — Read  second  time  and  passed  to  third  reading. 

May  25,  1971 — Read  second  time  and  passed  to  third  reading.  Caption  ordered 
amended  to  conform  to  body  of  bill. 

May  25,  1971— Senate  and  Constitutional  3-Day  Rules  suspended  by  vote  of 
30  yeas,  0  nays  to  place  bill  on  third  reading  and  final  passage. 

May  25,  1971 — Read  third  time  and  passed  by  30  yeas,  0  nays. 

Charles  Schnabel, 
Secretary  of  the  Senate. 

Returned  from  Senate,  May  25,  1971. 

DOKSITY  HALLMAN, 

Chief  Clerk,  House  of  Representatives. 
May  25,  1971— Returned  to  HOUSE. 


[Exhibit  5e  to  Exhibit  11a] 
General  and  Special  Laws 

OF 

The  State  of  Texas 

passed  by  the 
regular  session 

OF  THE 
SIXTY-SECOND  LEGISLATURE 

Convened  at  the  City  of  Austin,  January  12,  1971,  and  Adjourned  May  31,  1971 

(Published  under  the  Authority  of  The  State  of  Texas) 

Bob  Bullock,  Secretary  of  State 

State  Board  of  Medical  Examiners — Examinations — Licensing— 

Certification  of  Health  Organizations,  Chapter  627,  H.  B.  No.  882 

An  Act  amending  Title  71,  Chapter  6,  Revised  Civil  Statutes  of  Texas,  1925,  Article  4501, 
Article  4503,  Article  4505,  and  adding  a  new  Article  4509a  thereto ;  providing  for 
requirements  for  application  for  licensure  by  the  Texas  State  Board  of  Medical  Exam- 
iners ;  relating  to  the  examination  of  applicants  for  licensure  by  the  Board  ;  providing 
for  refusal  to  admit  to  examinations  and  to  license  to  practice  ;  providing  for  certifica- 
tion by  the  Board  of  Health,  Research  and  Educational  organizations ;  repealing  all 
laws  and  parts  of  laws  in  conflict  therewith  ;  providing  severability  ;  and  declaring  an 
emergency. 

Be  it  enacted  hy  the  Legislature  of  the  State  of  Texas: 

Section  1.  Article  4501,  Revised  Civil  Statutes  of  Texas,  1925,  as  amended, 
Is  amended  ^  to  read  as  follows  : 

"Article  4501 

"All  applicants  for  license  to  practice  medicine  in  this  State  not  otherwise 
licensed  under  the  provisions  of  law  must  successfully  pass  an  examination  by 
the  Texas  State  Board  of  Medical  Examiners.  The  Texas  State  Board  of 
Medical  Examiners  is  authorized  to  adopt  and  enforce  rules  of  procedure  not 
inconsistent  with  the  statutory  requirements.  An  applicant,  to  be  eligible  for  the 
examination,  must  be  a  citizen  of  the  United  States,  or  have  filed  his  declara- 
tion of  intention  to  become  a  citizen,  and  must  present  satisfactory  proof  to 
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the  Board  that  lie  is  at  least  twenty-one  (21)  years  of  age,  of  good  moral 
character,  who  has  completed  sixty  (60)  semester  hours  of  college  courses  other 
than  in  medical  school,  which  courses  would  be  acceptable,  at  the  time  of 
comijleting  same,  to  the  Univtristy  of  Texas  for  credit  on  a  Bachelor  of  Arts 
Degree  or  a  Bachelor  of  Science  Degree,  and  who  is  a  graduate  of  a  medical 
school  or  college  which  was  approved  by  the  Texas  State  Board  of  Medical 
Examiners  at  the  time  the  degree  of  Doctor  of  Medicine  or  Doctor  of  Osteopathy 
was  conferred.  Application  for  examination  must  be  made  in  writing  verified  by 
affidavit,  and  filed  with  the  Texas  State  Board  of  Medical  Examiners  on  forms 
prescribed  by  the  said  Board,  accompanied  by  a  fee  of  Fifty  Dollars  ($50).  All 
applicants  shall  be  given  due  notice  of  the  date  and  place  of  such  examination ; 
provided  that  the  partial  examinations  provided  for  in  Article  4503  of  the 
Revised  Civil  Statutes  of  Texas  shall  not  be  disturbed  by  this  Article.  Provided 
further  that  all  students  regularly  enrolled  in  medical  schools  whose  graduates 
are  now  permitted  to  take  the  medical  examination  prescribed  by  law  in  this 
State  shall  upon  completion  of  their  medical  college  courses  be  permitted  to 
take  the  examination  prescribed  herein.  If  any  applicant,  because  of  failure  to 
pass  the  required  examination,  shall  be  refused  a  license,  he  or  she,  at  such  time 
as  the  Texas  State  Board  of  Medical  Examiners  may  fix,  shall  be  permitted  to 
take  a  subsequent  examination,  upon  such  subjects  required  in  the  original 
examination  as  the  Board  may  prescribe,  upon  the  payment  of  such  part  of 
Fifty  Dollars  ($50)  as  the  Board  may  determine  to  be  reasonable.  In  the  event 
satisfactory  grades  shall  be  made  on  the  subjects  prescribed  and  taken  on  sucb 
re-examination,  the  Board  may  grant  the  applicant  a  license  to  practice  medi' 
cine.  The  Board  shall  determine  the  credit  to  be  given  examinees  on  answers 
taurned  in  on  the  subjects  of  complete  and  partial  examination,  and  its  decision 
thereon  shall  be  final.  Provided,  however,  the  Secretary  may  issue  a  temporary 
license  to  practice  medicine  to  an  applicant  only  after  he  has  filed  his  com- 
pleted application,  together  with  an  additional  fee  of  Ten  Dollars  ($10),  with 
the  Secretary  of  the  Texas  State  Board  of  Medical  Examiners,  and  that  all  of 
the  other  requirements  as  required  for  a  permanent  license  are  complied  with ; 
such  temporary  license  shall  be  valid  only  until  the  date  of  the  next  Board 
meeting,  and  at  that  date  the  temporary  license  automatically  expires,  and  is 
of  no  further  effect.  If  the  applicant  fails  the  examination,  no  further  permit 
shall  be  issued  until  he  has  successfully  passed  the  examination,  or  is  eligible 
for  and  has  been  granted  reciprocity." 

Sec.  2.  Article  4503,   Revised  Civil   States   of  Texas,   1925,   as  amended,   is 
amended  *  to  read  as  follows : 
"Article  4503 

"All  examinations  for  license  to  practice  medicine  shall  be  conducted  in 
writing  in  the  English  language,  and  in  such  manner  as  to  be  entirely  fair  and 
impartial  to  all  individuals  and  to  every  school  or  system  of  medicine.  All 
applicants  shall  be  know  to  the  examiners  only  by  numbers,  without  names,  or 
other  method  of  identification  on  examination  papers  by  which  members  of  the 
Board  may  be  able  to  identify  such  applicants  or  examinees,  until  after  the 
general  averages  of  the  examinees'  numbers  in  the  class  have  been  determined, 
and  license  granted  or  refused.  Examinations  .shall  be  conductd  on  and  cover 
those  subjects  generally  taught  by  medical  schools,  a  knowledge  of  which  is 
commonly  and  generally  required  of  candidates  for  the  degree  of  doctor  of 
medicine  or  doctor  of  osteopathy  conferred  by  schools  or  colleges  of  medicine 
approved  by  the  Board ;  and  such  examinations  shall  also  be  conducted  on  and 
cover  the  subject  of  medical  jurisprudence.  Upon  satisfactory  examination  con- 
ducted as  aforesaid  under  the  rules  of  the  Board,  applicants  shall  be  granted 
license  to  practice  medicine.  All  questions  and  answers,  with  the  grades  at- 
tached, authenticated  by  the  signature  of  the  examiner,  shall  be  preserved  in 
the  executive  office  of  the  Board  for  one  year.  All  applicants  examined  at  the 
same  time  shall  be  given  identical  questions.  All  certificates  shall  be  attested  by 
the  seal  of  the  Board  and  signed  by  all  members  of  the  Board,  or  a  quorum 
thereof.  The  Board  may  in  its  discretion  give  examination  for  license  in  two 
(2)  parts.  The  first  part  shall  include  such  of  the  reqidred  scientific  branches  of 
medicine  above-named  as  may  be  prescribed  by  the  Board.  The  second,  or  final, 
part  of  the  examination  shall  not  be  given  until  the  applicant  has  grnduated  and 
has  received  a  diploma  from  a  school  or  college  of  medicine  approved  l)y  the 
Board  as  provided  in  Article  4501  of  the  Revised  Civil  Statutes  of  Texr.s  of 
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1925,  as  amended  by  this  Act.  The  Board  may  in  its  discretion  admit  to  partial 
examination  applicants  who  have  successfully  completed  the  work  of  the  first 
two  (2)  years  of  the  college  course  required  of  licentiates.  The  application  for 
partial  examination  must  be  in  writing,  accompanied  by  an  affidavit  made  by 
the  dean,  or  registrar,  of  a  reputable  medical  college  within  the  meaning  of  the 
law,  showing  that  the  applicant  has  successfully  completed  the  work  of  the  first 
two  (2)  years  of  said  course,  and  by  a  fee  of  Fifteen  Dollars  ($15).  The  Board 
may  prescribe  all  other  prerequisites  of  such  applications.  No  license  shall  be 
granted  to  any  applicant  who  has  successfully  passed  such  partial  examination 
until  all  legal  requirements  for  granting  license  have  been  complied  with.  All 
partial  examinations  must  be  conducted  in  the  same  manner  and  under  the 
same  rules  prescribed  for  corapletel,  or  full,  examination.  The  fee  for  second, 
or  final,  examination  shall  be  Twenty-five  Dollars  (25)." 

Sec.  3.  Article  4505,  Revised  Civil  Statutes  of  Texas,  1925,  as  amended,  is 
amended  *  to  read  as  follows  : 

"Article  4505 

"The  State  Board  of  Medical  Examiners  may  refuse  to  admit  persons  to  its 
examinations,  and  to  issue  license  to  practice  medicine  to  any  person,  for  any 
of  the  following  reasons : 

"(1)  The  presentation  to  the  Board  of  any  license,  certificate,  or  diploma, 
which  was  illegally  or  fraudulently  obtained,  or  when  fraud  or  deception  has 
been  practiced  in  passing  the  examination. 

"(2)  Conviction  of  a  crime  of  the  grade  of  a  felony,  or  one  which  involves 
moral  turpitude. 

"<3)  Habits  of  intemperance,  or  drug  addiction,  calculated,  in  the  opinion  of 
the  Board,  to  endanger  the  lives  of  patient;?. 

"(4)  Unprofessional  or  dishonorable  conduct  which  is  likely  to  deceive  or 
defraud  the  public.  Unprofessional  or  dishonorable  conduct  shall  include,  but 
shall  not  be  limited,  to  the  following  acts : 

"(A)  The  commission  of  any  act  which  is  a  violation  of  the  Penal  Code  of 
Texas  when  such  act  is  connected  with  the  physician's  practice  of  medicine.  A 
complaint,  indictment,  or  conviction  of  a  Penal  Code  violation  shall  not  be 
necessary  for  the  enforcement  of  this  provision.  Proof  of  the  commission  of  the 
act  while  in  the  practice  of  medicine  or  under  the  guise  of  the  practice  of  medi- 
cine shall  be  sufficient  for  action  by  the  Board  under  this  section. 

"(B)  Failure  to  keep  complete  and  accurate  records  of  purchases  and  dis- 
posals of  drugs  listed  in  Chapter  425,  Acts  of  the  56th  Legislature,  Regular 
Session,  1959,  as  amended  (Article  726d,  Vernon's  Texas  Penal  Code),  or  of 
narcotic  drugs.  A  physician  shall  keep  records  of  his  purchases  and  disposals  of 
the  aforesaid  drugs  to  include,  but  not  limited  to,  date  of  purchase,  sale  or 
disposal  of  such  drugs  by  the  doctor,  the  name  and  address  of  the  person  re- 
ceiving the  drugs  and  the  reason  for  disposing  of  or  disi)ensing  the  drugs  to  such 
person.  A  failure  to  keep  such  records  shall  be  grounds  for  revoking,  cancelling, 
suspending  or  probating  the  license  of  any  practitioner  of  medicine. 

"(C)  Writing  prescriptions  for  or  dispensing  to  a  person  known  to  be  an 
habitual  user  of  narcotic  drugs  or  dangerous  drugs,  or  to  a  person  who  the 
doctor  should  have  known  was  an  habitual  user  of  narcotic  or  dangerous  drugs. 
This  provision  shall  not  appy  to  those  persons  being  treated  by  the  physician 
from  their  narcotic  use  after  the  physician  notifies  the  Texas  State  Board  of 
Medical  Examiners  in  writing  of  the  name  and  address  of  such  person  being  so 
treat-ed. 

"(D)  The  writing  of  false  or  fictitious  prescriptions  for  narcotic  drugs  or 
dangerous  drugs  listed  in  Chapter  425,  Act  of  the  56th  Legislature,  Regular 
Session,  1959,  as  amended  (Article  726d,  Vernon's  Texas  Penal  Code). 

"(E)  Prescribe  or  administer  a  drug  or  treatment  which  is  nontherapeutic  in 
nature  or  nontherapeutic  in  the  manner  such  drug  or  treatment  is  administered 
or  prescribed. 

"(5)  The  violation,  or  attempted  violation,  direct  or  indirect,  of  any  of  the 
provisions  of  this  Act,  either  as  a  principal,  accessory,  or  accomplice. 

"(6)  The  use  of  any  advertising  statement  of  a  character  tending  to  mislead 
or  deceive  the  public. 

"(7)  Advertising  professional  superiority,  or  the  performance  of  professional 
service  in  a  superior  manner. 
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"(8)  The  purchase,  sale,  barter,  or  use,  or  any  offer  to  purchase,  sell,  barter, 
or  use,  any  medical  degree,  license,  certificate,  diploma,  or  transcript  of  license, 
certificate,  or  diploma,  in  or  incident  to  an  application  to  the  Board  of  Medical 
Examiners  for  license  to  practice  medicine. 

••(9)  Altering,  with  fraudulent  intent,  any  medical  license,  certificate,  diplo- 
ma, or  transcript  of  medical  license,  certificate,  or  diploma. 

'•(10)  The  use  of  any  medical  license,  certificate,  diploma,  or  transcript  of 
any  such  medical  license,  certificate,  or  diploma,  which  had  been  fraudulently 
purchased,  issued,  counterfeited,  or  materially  altered. 

"(11)  The  impersonation  of,  or  acting  as  proxy  for,  another  in  any  examina- 
tion required  by  this  Act  for  a  medical  license. 

"(12)  The  impersonation  of  a  licensed  practitioner,  or  permitting,  or  allow- 
ing, another  to  use  his  license,  or  certificate  to  practice  medicine  in  this  State, 
for  the  purpose  of  treating,  or  offering  to  treat,  sick,  injured,  or  afllicted  human 

beings. 

"(13)  Employing,  directly  or  indirectly,  any  person  whose  license  to  practice 
medicine  has  been  suspended,  or  association  in  the  practice  of  medicine  with 
any  person  or  persons  whose  license  to  practice  medicine  has  been  suspended, 
or  any  person  who  has  been  convicted  of  the  unlawful  practice  of  medicine  in 
Texas  or  elsewhere. 

"(14)  Performing  or  procuring  a  criminal  abortion  or  aiding  or  abetting  in 
the  procuring  of  a  criminal  abortion  or  attempting  to  perform  or  procure  a 
criminal  abortion  or  attempting  to  aid  or  abet  the  performance  or  procurement 
of  a  criminal  abortion. 

"(15)  The  aiding  or  abetting,  directly  or  indirectly,  the  practice  of  medicine 
by  any  person  not  duly  licensed  to  practice  medicine  by  the  Texas  State  Board 
of  Medical  Examiners. 

"(16)  The  inability  to  practice  medicine  with  reasonable  skill  and  safety  to 
patients  by  reason  of  age,  illness,  drunkenness,  excessive  use  of  drugs,  nar- 
cotics, chemicals,  or  any  other  type  of  material  or  as  a  result  of  any  mental 
or  physical  condition.  In  enforcing  this  subsection  the  Board  shall,  upon  prob- 
able cause,  request  a  physician  to  submit  to  a  mental  or  physical  examination 
by  physicians  designated  by  it.  If  the  physician  refuses  to  submit  to .  the 
examination,  the  Board  shall  issue  an  order  requiring  the  physician  to  show 
cause  why  he  will  not  submit  to  the  examination  and  shall  schedule  a  hearing 
on  the  order  within  30  days  after  notice  is  served  on  the  physician.  The  physi- 
cian shall  be  notified  by  either  personal  service  or  by  certified  mail  with  return 
receipt  requested.  At  fhe  hearing,  the  physician  and  his  attorney  are  entitled 
to  present  any  testimony  and  other  evidence  to  show  why  the  physician  should 
not  be  required  to  submit  to  the  examination.  After  a  complete  hearing,  the 
Board  shall  issue  an  order  either  requiring  the  physician  to  submit  to  the 
examination  or  withdrawing  the  request  for  examination.  An  appeal  from  the 
decision  of  the  Board  shall  be  under  Article  4506." 

Sec.  4.  Title  71,  Chapter  6,  Revised  Civil  Statutes  of  Texas,  1925,  as  amended, 
is  amended,  by  adding  ^  Article  4509a,  to  read  as  follows  : 

"Art.  4509a.  Certification  of  Certain  Health  Organizations 

"The  Texas  State  Board  of  Medical  Examiners  shall,  on  a  form  adopted  by 
the  Board  and  under  the  rules  promulgated  by  the  Board,  approve  and  certify 
any  health  organization  formed  by  persons  licensed  by  the  Texas  State  Board 
of  Medical  Examiners  upon  application  by  the  said  organization  and  presenta- 
tion of  satisfactory  proof  to  the  Board  that  such  organization  is : 

"(1)  a  nonprofit  corporation  under  the  provisions  of  the  Texas  Non-Profit 
Corporation  Act  (Article  1306 — 1.01  et  seq.,  Vernon's  Texas  Civil  Statutes)  ; 

"(2)  that  the  nonprofit  corporation  is  organized  for  any  or  all  of  the  follow- 
ing purposes:  the  carrying  out  of  scientific  research  and  research  projects  in 
the  public  interest  in  the  fields  of  medical  sciences,  medical  economics,  public 
health,  sociology,  and  related  areas :  the  supporting  of  medical  education  in 
medical  schools  through  grants  and  scholarships :  the  improving  and  developing 
of  the  capabilities  of  individuals  and  institutions  studying,  teaching,  and 
practicing  medicine ;  the  delivery  of  health  care  to  the  public ;  the  engaging  in 
the   instruction  of  the  general  public  in  the  area  of  medical  science,  public 
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health,  and  hygiene,  and  related  instruction  useful  to  the  individual  and  bene- 
ficial to  the  community  ;  and 

"(3)  that  the  nonprofit  corporation  shall  be  organized  and  incorporated  by 
persons  licensed  by  the  Board  and,  provided,  further,  that  the  directors  and/or 
trustees  of  such  organization  and  their  successors  in  office  shall  be  persons- 
licensed  by  the  Board,  and  actively  engaged  in  the  practice  of  medicine. 

"Provided,  however,  that  the  Board  may,  at  its  discretion,  refuse  to  approve 
and  certify  any  such  health  oi-ganization  making  application  to  the  Board  if 
in  the  Board's  determination,  the  applying  nonprofit  corporation  is  established 
or  organized  or  operated  in  contravention  to  or  vpith  the  intent  to  circumvent 
any  of  the  provisions  of  this  Act." 

Sec.  5."  All  laws  and  parts  of  laws  in  conflict  herewith  are  hereby  repealed. 

Sec.  6.''  In  the  event  that  any  section,  or  part  of  a  section,  or  provision  of  this 
Act  shall  be  held  unconstitutional,  invalid,  or  inoperative,  this  shall  not  affect 
the  remaining  sections  or  parts  of  sections  of  tbis  Act,  but  the  remainder  of 
this  Act  shall  be  given  effect  as  if  the  invalid,  unconstitutional,  or  inoperative 
section,  or  any  part  or  section  of  such  section  or  provision  had  not  been  in- 
cluded. 

Sec.  7.  The  importance  of  this  legislation  and  the  crowded  condition  of  the 
calendars  in  both  houses  create  an  emergency  and  an  imperative  public  neces- 
sity that  the  Constitution;)!  Rule  requiring  bills  to  be  read  on  three  separate 
days  in  each  house  be  suspended,  and  this  Rule  is  hereby  suspended ;  and  that 
this  Act  take  effect  and  be  in  force  from  and  after  its  passage,  and  it  is  so 
enacted. 

Passed  by  the  House  on  May  21,  1971 :  Yeas  141,  Nays  0,  2  present  not  voting; 
passed  by  the  Senate  on  May  25,  1971 :  Yeas  30,  Nays  0. 

Approved  June  4,  1971. 

Effective  June  4,  1971. 

[Exhibit  5d   to  Exiiibit   ll;i] 
[From   Texas   Observer,   Apr.   26.    1974] 

One  Small  Step  for  MALDEF  .  .  . 

(By  Jackee  Cox) 

Austin 

The  territory  staked  out  by  the  Texas  INIedical  Association  is  still  under  legal 
siege.  On  April  4  the  Fifth  Circuit  Court  of  Appeals  in  New  Orleans  ruled  that 
a  three  judge  panel  must  give  full  hearing  to  a  constitutional  challenge  of  the 
T.M.A.'s  contention  that  only  licensed  physicians  may  own  and  operate  non- 
profit corporations  for  the  delivery  of  health  care.  The  test  will  be  brought 
before  the  judges  in  San  Antonio  sometimes  this  summer. 

The  case,  Garcia  v.  the  State  Board  of  Medical  Examiners,  attacked  a  1971 
amendment  to  the  Texas  Medical  Practices  Act  which  has  been  used  by  the 
State  Board  of  Medical  Examiners  to  claim  authority  to  approve  or  disapprove 
all  non-profit  corporate  charters  for  organizations  which  propose  to  deliver 
health  care  {Ohs..  April  12). 

The  amendment  in  question,  Article  4509a,  says  that  the  Board  of  Medical 
Examiners  shall  have  authority  to  "approve  and  certify  any  health  organization 
formed  by  persons  licensed  by  the  Board  of  Medical  Examiners.  .  .  ."  At  issue 
is  whether  the  Legislature  intended  to  give  the  board  blanket  authority  to 
forbid  incorporation  by  persons  not  licensed  by  the  Board  of  Medical  Ex- 
aminers. 

Former  State  Sen.  Joe  Bernal  of  San  Antonio  said  he  voted  for  Article 
4.509a  only  because  T.M.A.  lobbyist  Phil  Overton  assured  him  that  the  board's 
jurisdiction  was  strictly  limited  to  organizations  formed  by  persons  licensed  by 
the  board. 

Then  in  August  of  1972.  Bernal  and  a  group  of  friends  in  San  Antonio  drew 
up  articles  of  incorporation  for  a  non-profit  group  wishing  to  set  up  health  care 
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facilities  for  tlie  poor  in  Sau  Autonio.  According  to  tlie  1972  Texas  O.E.O.  report 
Poverty  in  Texas,  San  Antonio  Las  tlie  sad  distinction  of  being  one  of  the 
few  areas  in  the  country  where  one  can  still  find  cases  of  diphtheria,  polio, 
leprosy,  measles  and  pertussis.  In  1971  San  Antonio  had  the  nation's  only 
reported  diphtheria  epidemic.  Seventy-five  percent  of  the  200  reported  victims 
were  blacks  and  browns  living  in  ghetto  areas,  where  there  are  very  few 
medical  facilities.  The  need  for  additional  physicians  and  clinics  was  obvious. 

Wlien  Bernal  and  his  colleagues  .submitted  their  articles  of  incorporation  to- 
the  secretary  of  state,  Bob  Bullock  was  in  that  oflSce.  By  then,  Sam  Stone, 
lobbyist  for  the  T.M.A.  and  outside  counsel  for  the  Board  of  Medical  Examiners, 
had  negotiated  the  procedures  for  the  implementation  of  4509a  which  required 
that  any  articles  of  incorporation  pertaining  to  the  delivery  of  health  care  must 
be  forv;arded  to  the  medical  examiners.  Previously  the  approval  of  such  cor- 
porate charters  was  within  the  purview  of  the  secretary  of  state. 

The  submission  of  Bernal's  corporate  charter  raised  a  jurisdictional  problem. 
Bullock  turned  the  matter  over  to  Buck  Wood  (now  with  Common  Cause). 
Wood  said  he  and  Bernal  held  a  strategy  conference  on  the  state  of  the  law. 

The  sticky  wicket  was  a  clause  of  the  1962  non-profit  corporations  act  which 
said  that  you  cannot  set  up  a  corporation  to  deliver  services  requiring  a  license 
if  "such  license  cannot  lawfully  be  granted  to  a  corporation."  Since  only 
people  can  be  licensed  to  practice  medicine,  no  corporation  could  qualify. 

There  are  tricks  of  legal  definition  which  have  been  used  in  other  states  to 
get  around  the  prohibition  of  the  corporate  practice  of  medicine.  What  is 
required  is  a  distinction  between  the  art  of  healing  —  the  prevention,  diagnosis, 
and  treatment  of  di.sease  —  and  the  corporate  administrative  functions  of 
collecting  and  dispersing  fees  for  the  delivery  of  care.  The  Harvard  Law 
Review  reports  that,  "the  courts  .  .  .  distinguish  between  the  professional  and 
the  fiscal  and  administrative  aspects  of  medical  practice.  So  long  as  the 
coriwrate  organization  refrains  from  exercising  any  control  over  the  manner 
in  which  the  physicians  treat  their  patients,  the  danger  of  lay  interference 
with  the  practice  of  medicine  is  minimized.  No  case  has  held  a  prepaid  group 
practice  plan  which  is  incori>orated  as  a  nonprofit  entity  and  which  carefully 
separates  control  over  medical  practice  from  administrative  control  invalid 
under  the  corporate  practice  rule."  (Vol.  84:887,  1971,  at  960-61.) 

The  articles  of  incorporation  drawn  up  by  Bernal's  group  carefully  made  that 
distinction,  and  it  was  Buck  Wood's  opinion  that  the  secretary  of  state's  oflSce 
might  lawfully  have  certified  the  articles  as  submitted.  Wood,  however,  could 
not  guarantee  that  the  Board  of  Medical  Examiners  would  let  the  action  go  by 
without  challenge. 

Bernal  was  reluctant  to  incorporate  and  get  his  constituency  involved  in  a 
program  which  might  be  slaughtered  by  the  medical  association  and  the  Board 
of  Medical  Examiners.  He  therefore  decided  to  force  the  issue  out  in  court. 
He  told  Wood  to  forward  his  articles  to  the  board.  Obviously  the  Medical 
Examiners  could  not  certify  Beernal's  charter,  since  none  of  the  incorporators 
were  licensed  physicians.  When  the  board  refused  certification,  the  Mexican 
American  Legal  Defense  and  Education  Fund  (MALDEF)  filed  a  complaint 
wit  hthe  district  court  in  San  Antonio,  demanding  a  hearing  by  a  three  judge 
panel  on  the  grounds  that  the  applicant  incorporators'  constitutional  right  to 
assemble  had  been  violated.  That  was  in  December  of  '72.  On  April  24,  Judge 
John  Wood  heard  the  stiite's  motion  to  dismiss.  On  May  18  he  handed  down  the 
ruling  which  will  now  be  reexamined  before  a  three  judge  panel. 

As  MALDEF  lawyer  Mario  Obledo  points  out,  only  22  of  the  50  states 
presently  have  legislation  restricting  the  corporate  practice  of  medicine.  Further- 
more, any  corporate  group  which  can  meet  the  requirements  set  forward  in 
recent  federal  HMO  legislation  will  be  exempt  from  certain  restrictive  state 
laws. 

The  trouble  with  the  federal  legislation  is  that  it  requires  that  corporations 
provide  a  scope  of  services  that  may  well  be  out  of  the  price  range  of  small 
clinics  serving  poverty  populations.  Jim  Huffsey,  HMO  program  oflicer  for  the 
Dallas  regional  oflice  of  HEW,  says  that  there  is  little  hope  that  the  federal 
HMO  laws  will  provide  much  relief  for  such  groups.  Now  it  is  up  to  the  judges 
in  San  Autonio  to  decide  whether  the  poor  in  Texas  shall  have  rights  equal 
to  those  of  the  poor  in  the  28  other  states  that  allow  the  establishment  of 
community  controlled  clinics  for  the  delivery  of  health  care. 
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[Exhibit  6  to  Esliibit   11a] 

Minutes  of  June  10,  11,  12,  13,  14,  1973,  Meeting 

******* 

Dr.  Deliner  discussed  the  use  of  para-medical  personnel  in  health  organiza- 
tions and  how  to  determine  if  their  activities  constitute  the  violation  of  the 
Medical  Practice  Act.  Dr.  Delmcr  moved  that  the  Board  request  a  ruling  from 
the  Attorney  General  as  to  whether  the  activities  of  medical  testing  and 
laboratory  organizations,  and  other  activities  frequently  performed  by  para- 
medical personnel,  constitute  the  practice  of  medicine.  Motion  seconded  by 
Dr.  Barnett  and  candied.  This  was  turned  over  to  Mr.  Melvin  E.  Corley. 

Dr.  Delmer  made  a  report  on  the  proposed  guidelines  for  the  Texas  State 
Board  of  Medical  Examiners  in  enforcing  the  Provisions  of  Article  4509a  — 
Texas  Nonprofit  Corporation  Act.  After  discussion,  Dr.  Crahb  moved  that  the 
following  guidelines  as  adopted  as  amended.  Motion  seconded  by  Dr.  Porter 
and  carried. 

1.  Secretary  of  State  sends  charter  application  to  State  Board  Office  (Secre- 
tary of  Board  consults  with  attorney  for  Board.) 

2.  State  Board  Office  establishes : 

A.  Non-profit  corporation. 

B.  Purpose  clause  appropriate. 

C.  Organizers  &  Incorporators  are  licensed  to  practice  medicine  in  Texas. 

3.  Having  established  Item  2,  Board  Office  then : 

(A)  Requests  (or  requires)  of  the  president  of  the  corporation  a  narrative 
statement  of  the  purpose  and  intent  of  the  organization  in  detail.  (A  simple 
reciting  of  the  '"purpose  clause"  will  not  suffice).  Must  also  submit  an  affidavit 
from  the  president  of  the  corporation  to  the  effect  that  all  present  and  future 
directors  and/or  trustees  of  the  corporation  shall  be  persons  licensed  to  practice 
medicine  by  the  Board,  and  actively  engaged  in  the  practice  of  medicine  in 
Texas,  and  shall  have  been  so-licensed  and  so-occupied  for  a  period  of  not  less 
than  5  years  immediately  prior  to  becoming  a  trustee  and/or  director  of  the 
coriX)ration.  This  affidavit  shall  include'  an  agreement  to  submit  to  the  Board 
such  annual  reports  as  the  Board  may  requii'e. 

(B)  Board  office  shall  send  questionnaire  to  each  organizer,  director  and/or 
trustee  to  include  at  least  the  following  information : 

(1)  Home  address. 

(2)  Office  address. 

(3)  Length  of  time  in  medical  practice  at  present  office. 

(4)  Location  of  practice  for  last  10  years. 

(5)  Field  of  practice. 

(6)  Does  the  applicant  receive  remuneration  in  any  form  from  any  institu- 
tion, agency  or  organization,  either  governmental  or  otherwise? 

(7)  If  answer  to  (6)  is  yes,  then  name  the  institution,  agency  or  organization, 
and  explain  the  nature  of  the  position,  and  method  of  remuneration. 

(8)  Average  number  hours/ weeks  spent  in  diagnosing  and  treating  mental 
or  physical  ailments  of  people. 

(9)  Have  you  entered  into  a  contract  or  agreement  or  do  you  contemplate 
entering  into  any  contract  or  agreement  whereby  you  will  receive  remuneration 
(either  direct  or  indirect)  from  this  non-profit  corporation,  or  from  any  other 
corporation,  agency,  organization  or  individual,  as  a  result  of  serving  as  an 
incorporator,  director  and/ or  trustee?  If  yes,  explain  fully. 

(C)  Reply  to  (A)  and  (B)  required  within  fifteen  (15)  days  or  application 
and  certification  by  the  exas  State  Board  of  Medical  Examiners  will  be  denied 
and  the  Secretary  of  State  will  be  so  advised. 

For  purpose  of  guidelines  for  the  Boai'd,  the  term  "active  practice  of  medi- 
cine" shall  be  defined  as  follows : 

Engaged  in  full-time  service  of  diagnosing  or  treating  mental  or  physical 
ailments  of  human  beings.  Full-time  service  shall  mean  at  least  40  hours  per 
week. 
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[Exhibits  7a  and  7b] 

[Retained  in  subcommittee  files.] 

[Exhibit  7c  to  Exhibit  11a] 

Office  of  the  Attobney  General  of  Texas, 

Austin 
Opinion  No.  0-3572 

Re :  Violation  of  the  Medical  Practice  Act  by  the  Plan  of  operation  discussed. 
Hon.  T.  J.  Crowe, 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Texas  State  Bank  Building 
Dallas,  Texas 

Dear  Sib  :  Your  request  for  an  opinion  from  this  department  has  been  received 
and  considered.  We  quote  from  your  request : 

"Referring  to  the  attached  correspondence,  concerning  the  establishment  of 
a  Community  Hospital,  the  plan  for  which  is  set  out  in  the  prospects  herewith. 

"This  proposition  appears  to  be  a  community  attempt  to  practice  medicine 
through  a  board  of  so-called  trustees  and  a  hired  personnel,  and  on  the  face 
of  it  appears  to  be  not  only  illegal,  but  a  rather  slick  way  of  getting  not  only  a 
clientele  but  the  practical  owTiership  of  a  hospital. 

"In  view  of  the  responsibility  assumed,  which  is  communitive,  I'm  asking  if 
this  plan  becomes  a  reality,  will  it  not  be  in  violation  of  the  medical  practice 
act" 

Excerpts  from  the  charter  granted  to  the  South  Plains  Cooperative  Hospital 
Association  reads  as  follows : 

"The  purpose  for  which  it  is  formed  is : 

"(a).  To  buy,  lease,  or  build  any  hospital  and/or  clinic,  and  maintain  such 
medical,  surgical  and  dental  staff  as  the  members,  may  deem  necessary  for 
the  efficient  and  modern  treatment  of  its  said  members  and  others ; 

"(b).  For  the  members  of  said  corporation  to  provide  for  their  hospital  and 
medical  care,  if  needed,  and  each  member  of  said  corporation,  or  any  member 
of  his  family,  or  any  other  person,  if  in  need  of  medical  care,  shall  choose  his, 
or  her  own  physician  from  any  members  of  the  staff,  and  the  said  corporation 
shall  not  attempt  to  control  the  relation  existing  between  any  members  of  said 
corporation,  or  any  other  persons,  and  his,  or  her  physician ; 

"(c).  To  employ  only  physicians  on  the  staff  who  will  not  solicit,  nor  employ, 
pay  or  promise  to  pay  any  person,  firm  or  corporation  to  secure,  solicit  or 
drum  patients  or  patronage,  and  discharge  any  member  from  the  staff  if  any 
person  has  accepted  or  agreed  to  accept  pay  or  employment  for  such  securing, 
soliciting  or  drumming  for  patients  for  said  physicians.   *  *  * 

"The  South  Plains  Cooperative  Hospital  Association  shall  be  managed  by  a 
Board  of  nine  (9)  Directors,  to  be  elected  by  the  members  of  said  corporation, 
and  the  names  and  residences  of  those  who  are  to  serve  the  first  year  are ;  *  *  ♦ 

"The  South  Plains  Cooperative  Hospital  Association  shall  not  have  any 
capital  stock  and  shall  not  be  operated  for  profit,  but  all  of  its  operations  shall 
be  for  the  mutual  benefits  of  its  members." 

Assuming  that  such  corporation  was  duly  and  lawfully  incorporated  for  the 
purpose  named  in  its  charter,  we  have  carefully  examined  the  medical  practice 
Act  of  this  state,  (Ch.  6  of  Title  71  of  Vernon's  Civil  Statutes  of  Texas,  being 
Articles  4495  to  4512,  inc.)  and  (Ch.  6  of  Title  12  of  Vernon's  Penal  Code  of 
Texas),  to  see  if  the  proposed  plan  of  furnishing  hospitalization  and  medical 
and  dental  serevices  is  in  violation  thereof. 

We  find  nothing  in  the  medical  practice  Act  which  prevents  a  hospital  from 
hiring  one  or  more  physicians  to  perform  professional  services  for  its  patients. 
In  the  case  of  REPUBLIC  RECIPROCAL  INSURANCE  ASSOCIATION  v. 
COLGIN  HOSPITAL  CLINIC,  (Comm.  of  App.  65  S.W.  (2d)  286,  the  court  in 
holding  that  a  sanitarium  could  maintain  a  suit  for  professional  services 
rendered  by  its  doctors  to  a  patient  confined  therein  and  who  had  previously 
agreed  to  pay  for  same,  said : 

"(1)  In  ordinary  acceptation,  a  sanitarium  is  an  institution  for  the  medical 
treatment  of  sick  persons,  as  well  as  for  ministering  to  related  needs  of 
patients.  This  treatment  reasonably  embraces,  within  its  purview,  the  services 
of  natural  persons  who  practice  medicine.   The  statutes  expressly   authorize 


298 

corporations  for  the  'erection  and  maintenance  of  sanitoriums.'  R.S.  art.  1302, 
subd.  6.  Tlie  authority  in  such  a  corporation  to  provide  medical  treatment  to 
the  patients,  and  to  employ,  for  that  purpose,  those  persons  who  are  duly 
licensed  to  practice  medicine,  is  reasonably  implied.  It  is  quite  true  that  by 
article  742  of  the  Penal  Code  it  is  made  a  crime  for  any  person  to  practice 
medicine  without  eomplyins  with  the  requirements  prescribed  in  article  4498 
of  the  Revised  Civil  Statutes  (the  latter  article  being  worded  the  same  as 
article  739  of  the  Penal  Code)  ;  but,  when  those  requirements  are  met,  there  is 
nothing  in  the  statutes  which  implies  a  prohibition  against  such  person 
engaging  his  services  to  another.  The  prescribed  requirements  have  regard  to 
his  authority  to  practice  medicine  upon  human  beings,  and  not  to  the  character 
of  his  employer.  In  the  present  case,  the  Colgin  Hospital  &  Clinic  was  invested 
with  implied  authority,  in  performing  its  corporate  functions  in  respect  to 
supplying  medical  treatment  to  its  patients,  to  employ  those  persons  who 
qualify,  in  accordance  with  the  provisions  of  article  4498,  to  practice  medicine. 

We  think  the  above  holding  authorizes  the  Cooperative  Plains  Hospital  As- 
sociation, provided  it  is  lawfully  incorporated  as  a  sanitarium,  to  hire  physicians 
to  render  professional  services  to  its  i^atients. 

From  a  consideration  of  the  Medical  Practice  Act,  and  the  case  cited,  we  can 
find  no  reasonable  basis,  under  the  charter  and  proposed  plan  of  operation,  for 
holding  that  as  a  matter  of  law,  the  Hfuith  Plains  Cooperative  Hospital  Associa- 
tion is  itself  practicing  medicine  or  will  practice  medicine. 

You  are,  therefore,  respectfully  advised  that  under  the  facts  submitted  by 
you,  it  is  our  opinion,  that  as  a  matter  of  law,  the  South  Plans  Cooperative 
Hospital  Association,  so  long  as  it  follows  its  lawful  powers  authorized  by  its 
charter,  is  not  violating  the  Medical  Practice  Act  in  the  State  of  Texas. 

In  this  opinion  we  have  not  passed  upon  the  validity  of  the  charter  of  said 
corporation. 

We  are  enclosing  the  exhibits  which  you  attached  to  your  request. 
Yours  very  truly. 

Harold  McCracken. 

Assistant.. 
.A.pproved  Aug  18,  1941. 

Gerald  C  Mann, 
Attorney  General  of  Texas. 

[Exhibit  7d  to  Exhibit  11a] 

The  Attorney  General  of  Texas, 

Austin,  Tex. 
Opinion  No.  0-4986-A 

Re:  Is  the  Cass  County  Rural  Health  Service  engaged  in  the  insurance  business, 
and,  if  so,  is  the  service  subject  to  the  supervision  of  the  State  Insurance 
Department,   and  related  questions.    (This  opinion  overrules   Opinion  No. 
0-4986) 
Hon.  O.  p.  Lockhart, 
Chairman, 

Board  of  Insiirance  Commissioners, 
State  of  Texas, 
Austin,  Tex. 

Dear  Sir:  This  is  in  answer  to  your  request  for  opinion  dated  November  23, 
1942,  and  its  accompanying  documents.  From  your  communication  we  summarize 
the  following  statement  of  facts  as  the  basis  for  this  opinion : 

The  Cass  County  Rural  Health  Service  is  a  domestic  corporation,  chartered 
under  Section  2  of  Article  1302,  Vernon's  Annotated  Civil  Statutes,  as  a 
"charital)le  and  benevolent"  association.  It  is  organized  for  the  effectuation  of 
several  objects.  It  is  incorporated  for  the  purpose  of  promoting  the  general 
health  of  the  members  by  the  prevention  of  disease.  The  officers  and  directors 
of  the  Service  receive  no  remuneration,  and  the  organization  itself  is  cooperative, 
with  no  possibility  of  profits  accruing  to  anyone.  Membership  in  the  Service 
is  confined  to  members  of  Cass  County  families,  whose  income  is  derived 
principally  from  farming  and  allied  pursuits.  The  Service  executes  a  form  of 
contract  ivith  the  memhcrs  by  the  terms  of  u'liich  the  mem,hers  pay  to  the 
Service  a  membership  fee.  In  return  for  this  membership  fee  the  Service  under- 
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takes  without  profit  to  itself  to  provide  dental  care,  medical  care,  drugs,  etc., 
for  the  members  and  their  families.  In  order  to  furnish  its  services  the 
association  has  entered  into  an  agreement  with  the  various  hospitals,  physicians, 
dentists  and  drug  stores,  whereby  the  latter  parties  agree  to  render  stipulated 
services  to  the  members  of  the  Service  at  agreed  and  standardized  fees,  etc. 
A  member  who  requires  any  of  the  stipulated  services,  or  merchandise,  or 
goods  is  free  to  obtain  same  from  any  of  the  contracting  physicians,  dentists, 
drug  stores,  etc.,  but  the  member  is  not  allowed  to  obtain  said  services  from 
parties  not  bound  to  the  Service  by  contract,  unless  some  contracting  party 
refers  the  member  to  the  noncontracting  practitioner.  When  the  said  services 
are  performed  or  the  said  medicines  are  furnished,  the  Service  then  reimburses 
the  practitioner ;  the  member  does  not  pay  the  practitioner  or  the  one  who 
furnishes  the  services  or  drugs  other  than  by  the  payment  of  the  membership 
fee  to  the  Health  Service. 

Article  VIII,  Section  3(a),  of  the  By-laws  of  the  Health  County  Health 
Service,  provides  that : 

"This  association  does  not  guarantee  that  any  hospital,  physician,  surgeon, 
dentist  or  druggist  with  whom  it  may  enter  into  agreemnt  to  render  services 
will  perform  such  services,  and  its  only  obligation  in  the  event  of  the  breach 
of  such  agreement  shall  be  to  use  its  best  efforts  to  obtain  the  needed  services 
from  another  source." 

Although  the  Seervice  is  a  domestic  corporation  and  its  oflScers  and  directors 
presumably  are  residents  of  Cass  County,  Texas,  it  was  fostered  by  a  branch 
of  the  Federal  Department  of  Agi-iculture,  and  that  department  fiirnished  the 
organizers  to  establish  the  Seervice,  formulated  irs  inner  organization,  and 
has  paid  a  great  proportion  of  the  membership  fees.  The  Service  has  complied 
with  none  of  the  statutes  of  Texas  regulating  to  health  and  accident  insurance 
companies. 

Your  letter  inquires  (a)  whether  the  society's  bu.siness  constitutes  an  insur- 
ance business:  (b)  whether  the  operation  of  the  service  is  ultra  vires;  (c) 
whether  the  Board  of  Insurance  Commissioners  has  any  jurisdiction  over  the 
society  as  now  constituted  and  operated  ;  and  (d)  whether  the  business  otherwise 
is  lawful. 

In  order  to  determine  whether  or  not  the  business  conducted  by  the  Cass 
County  Rural  Health  Service  is  insurance  it  is  necessary  to  test  and  measure 
the  said  business  by  the  Texas  statutory  definition  of  insurance. 

Article  4716  of  Vernon's  Revised  Texas  Civil  Statutes  reads  as  follows : 

"A  life  insurance  company  shall  be  deemed  to  be  a  corporation  doing  business 
under  any  charter  involving  the  payment  of  money  or  other  thing  of  value 
conditioned  on  the  continuance  or  cessation  of  human  life,  or  involving  an 
insurance  guaranty,  contract,  or  pledge,  for  the  payment  of  endowments  or 
annuities.  An  accident  insurance  company  .shall  be  deemed  to  be  a  corporation 
doing  business  under  any  charter  involving  the  payment  of  any  amount  of 
money  or  other  thing  of  value  conditioned  upon  loss  by  reaeson  of  liability  due 
to  sickness  or  ill  health.  A  health  insurance  company  shall  be  deemed  to  be  a 
corporation  doing  business  under  any  charter  involving  the  payment  of  any 
amount  of  money,  or  other  thing  of  value,  conditioned  upon  loss  by  reason  of 
disability  due  to  sickness  or  ill  health.  ..." 

We  know  of  no  Texas  decision  which  answers  the  question  as  to  whether  or 
not  the  business  of  the  Cass  County  Rural  Health  Association  is  insurance 
business,  and  in  the  absence  of  such  Texas  decision  we  must  have  recourse  to 
the  decisions  of  other  jurisdictions. 

In  the  State  of  Washington  the  statutory  definition  of  insurance  is  sub- 
stantially the  same  as  that  which  obtains  in  Texas. 

Section  1  of  the  Insurance  Code,  Laws  of  Washington,  1911,  C.  49,  defines 
insurance  as  follows : 

"Insurance  is  a  contract  whereby  one  party,  called  the  insurer,  for  a  con- 
sideration undertakes  to  pay  money  or  its  equivalent  or  to  do  an  act  valuable 
to  another  party  called  the  insured  or  his  beneficiary  upon  the  happening 
of  the  hazard  or  peril  insured  against,  whereby  the  party  injured  or  his  bene- 
ficiary suffers  loss  or  injury." 

In  the  State  of  Wa.shington  the  Universal  Service  Agency  was  conducting  a 
business  essentially  the  same  as  that  conducted  by  the  Cass  County  Rural 
Health  Seervice  in  Texas.  The  contracts  made  by  the  Universal  Service  Agency 
appeared  to  be  substantially  the  same,  with  its  members,  as  those  made  by  the 
Cass  County  Rural  Health  Service  with  its  members.   An  action  against  the 
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Universal  Service  Agency  was  instituted  in  the  state  courts  of  Washington, 
on  the  relation  of  the  insurance  commissioner  of  that  state ;  this  action  was 
brought  seeldng  to  forfeit  the  corporate  franchise  and  to  wind  up  the  affairs 
of  the  Universal  Service  Agency.  The  special  grievance  complained  of  v^as 
that  the  Universal  Service  Agency  was  engaged  in  the  insurance  business  in 
the  State  of  Washington  without  complying  with  the  statutes  regulating  the 
doing  of  such  business. 

The  Supreme  Court  of  Washington  decided  that  the  business  conducted  by 
the  Universal  Service  Agency  was  not  the  business  of  insurance.  The  case 
referred  to  is  State  ex  rel  Fishback,  Insurance  Commissioner,  v  Universal 
Service  Agency,  151  P.  768. 

The  case  referred  to  is  cited  as  authority  on  this  subject  in  29  Am.Jur.,  par. 
12,  on  page  54,  and  in  Ann.Cass.  1916C,  page  1017. 

In  the  District  of  Columbia  the  Group  Health  Association  conducted  a 
business  analogous  to  that  of  the  Cass  County  Health  Service  and  made  sub- 
stantially the  same  contracts  with  its  members  as  were  made  by  the  Cass 
County  Health  Seervice. 

The  applicable  statute  of  the  District  of  Columbia  reads  as  follows : 

"Every  corporation,  joint  stoclv  company,  or  association  not  exempt  herein, 
transacting  business  in  the  District  of  Columbia,  which  collects  payments, 
dues  or  assessments  from  its  members  as  holders  of  its  certificates  or  policies, 
and  which  provide  for  the  payment  of  indemnity  on  account  of  sickness  or 
accident,  or  benefit  in  case  of  death,  shall  be  known  as  'health,  accident  and 
life  insurance  company  or  association.'"  (Section  653,  D.C.  Code,  1926,  Title  5, 
par.  179.) 

The  statutory  definition  of  insurance  of  the  District  of  Columbia,  above 
quoted,  is  substantially  the  same  as  that  of  Texas. 

In  the  case  of  Jordan  v.  Group  Health  Association  it  was  contended  as 
against  the  Group  Health  Association  that  it  was  a  "health,  accident  and  life 
insurance  company  or  association"  as  defined  in  the  foregoing  quoted  District 
of  Columbia  Code. 

In  passing  upon  this  question  the  United  States  Court  of  Appeals  for  the 
District  of  Columbia  decided  that  the  Group  Health  Association  was  not 
engagetl  in  the  business  of  insurance.  (Jordan  v.  Group  Health  Association, 
107  F.(2d)  239) 

Upon  the  strength  of  the  cases  above  quoted  we  are  of  the  opinion  that  the 
Cass  County  Health  Service  is  not  engaged  in  the  insurance  business. 

Insomuch  as  the  Cass  County  Rural  Health  Service  is  not  engaged  in  the 
insurance  business,  you  are  advised  that  it  is  not  subject  to  the  supervision 
of  the  State  Insurance  Department. 

In  our  opinion  there  is  nothing  di.sclosed  in  your  letter  or  in  the  accompanying 
documents  which  indicate  that  the  business  of  the  Cass  County  Rural  Health 
Service  is  either  ultra  vires  or  unlawful. 

We  trust  we  have  fully  answered  your  questions. 
Yours  very  truly, 

Geohge  p.  Blackburn,  Assistant. 

Approved  Mar.  25,  1943. 

Grover  Sellers, 
First  Assistant  Attoi-ncy  General. 

This  opinion  considered  and  approved  in  limited  conference. 


[Exhibit  7e  to  Exhibit  11a] 

The  Attorney  Gene^jal  of  Texas, 

Austin,  Tex.,  October  16,  1957. 
Opinion  No.  WW-278. 
Re:  Corporation  practice  in  medicine. 
Dr.  M.  H.  Crabb,  M.D., 
Secretari/, 

Texas  8tatc  Board  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Dr.  Crabb  :  You  have  requested  an  opinion  on  the  following  questions : 
"1.  Is  a  physician  subject  to  having  his  license  forfeited  under  Article  4505, 
Section  12,   if  he  accepts  employment  by  a   corporation  on  a  salary  or  com- 
mission basis,  and  the  corporation  charges  for  the  services  that  he  performs? 
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"2.  In  a  situation  such  as  is  described  above,  would  the  corporation  be  con- 
sidered as  being  engaged  in  the  unlawful  practice  of  medicine  V" 

These  questions  have  arisen  by  virtue  of  a  letter  received  by  your  office  from 
an  individual  licensed  to  practice  medicine  in  this  State,  in  which  he  states : 

"I  would  specifically  like  to  know  if  there  is  a  Texas  law  under  which  a 
doctor  forfeits  his  license  if  he  is  employed,  either  on  a  salary  or  commission, 
by  an  accredited  hospital  in  which  the  hospital  collects  the  fees  for  the  personal 
services  of  this  physician." 

Subdivision  12  of  Article  4505,  Vernon's  Civil  Statutes,  prohibits  the  "per- 
mitting or  allowing  another  to  use  his  license  or  certificate  to  practice  medicine 
in  this  State  for  the  purpose  of  treating  or  offering  to  treat  sick,  injured  or 
afflicted  human  beings",  and  such  conduct  is  made  a  ground  for  the  suspension 
and  revocation  or  cancellation  of  his  license  to  practice  medicine  by  the  pro- 
visions of  Article  4506,  Vernon's  Civil  Statutes. 

In  construing  these  provisions,  it  was  held  in  F.W.B.  Rockett,  M.D.,  vs. 
State  Board  of  Medical  Examiners,  287  S.W.  2d  190  (Tex.  Civ.  App.,  1956, 
n.r.e.)  : 

"...  By  the  pleadings  of  appellant,  his  testimony,  and  the  stipulations  of 
the  parties,  it  was  conclusively  established  that :  Appellant  was  employed  by 
Thomas  Clinic  for  a  salary  of  $500  per  month  and  he  received  no  fees;  the 
Clinic  was  owned  by  Ralph  C.  Thomas,  who  was  not  a  medical  doctor  and  no 
medical  doctor  owned  any  interest  in  the  clinic ;  appellant  performed  medical 
services  for  the  clinic  and  the  fees  for  such  services  were  collected  by  the 
clinic.  Such  conduct  on  the  part  of  appellant  was  in  effect  "permitting,  or 
allowing,  another  to  use  his  license  or  certificate  to  practice  medicine  in  this 
State,  for  the  purpose  of  treating,  or  offering  to  treat,  sick,  injured,  or  afflicted 
human  beings',  which  conduct  is  prohibited  by  the  provisions  of  Section  12 
of  Art.  4505,  Vernon's  Ann.  Civ.  Stats.,  and  is  made  a  ground  for  the  forfeiture 
of  a  license  to  practice  medicine  by  the  provisions  of  Art.  4506,  Vernon's  Ann. 
Civ.  Stats.  See  Section  5,  Art.  4505." 

In  Kee  vs.  Baker,  —  Tex.  — ,  303  S.W.  2d  376,  the  Supreme  Court  of  Texas  had 
before  it  the  validity  of  a  corporate  practice  rule  adopted  by  the  Board  of 
Examiners  in  Optometry,  which  rule  states  "that  an  optometrist  who  practices 
optometry  on  the  premises  of  a  merchantile  establishment  should  observe 
certain  specified  conditions  regarding  the  separation  of  his  practice  from  the 
business  operations  of  the  mercantile  establishment,  and  that  proof  of  non- 
compliance with  any  of  these  conditions  will  be  considered  prima  facie  evidence 
that  the  optometrist  has  placed  his  license  at  the  disposal  or  in  the  service  of  an 
unlicensed  person  in  violation  of  Article  4563 (i)". 

Subdivision  (i)  of  Article  4563,  A'ernon's  Civil  Statutes,  referred  to  in  the 
corporate  practice  rule  above  quoted,  provides : 

"'(1)  That  said  licensee  lends,  leases,  rents  or  in  any  manner  places  his 
license  at  the  disposal  or  in  the  sendee  of  any  person  not  licensed  to  practice 
optometry  in  this  State.'  " 

In  sustaining  the  corporate  practice  rule,  it  was  held : 

"The  third  rule  attacked — 'the  corporate  practice  rule' — has  for  its  stated 
purpose  among  other  things  the  safeguarding  of  the  optometrist-patient  rela- 
tionship and  the  effective  implementation  of  the  Legislature's  prohibition 
against  placing  an  optometrist's  license  'in  the  service  or  at  the  disposal  of 

unlicensed  persons.  ..." 
***** 

"The  rule  does  not  say  that  an  optometrist  cannot  lease  oflBce  space  from  a 
business  or  mercantile  'establishment',  but  seeks  to  control  the  relationslhips 
between  the  optometrist  and  his  lessor  to  the  extent  that  confusion  on  the  part 
of  the  public  will  not  arise  and  the  optometrist-patient  relationships  will  not  be 
endangered.  This  end  is  sought  to  be  accomplished  by  means  of  a  presumption 
which  an  optometrist  may  rebut  if  despite  his  violation  of  the  rule,  be  can  show 
that  he  has  not  placed  his  license  'at  the  disposal  or  in  the  service  of  any 
person  not  licensed  to  practice  optomaetry.'  Cf.  Rockett  v.  Texas  State  Board 
of  Medical  Examiners,  Tex.  Civ.  App.,  287  S.W.  2d  190,  wr.  ref.  n.r.e.  ..." 

In  United  States  vs.  American  Medical  Association.  110  F.  2d  703,  714 
(D.C.Cir.  1940,  cert,  den.)  relied  on  by  the  Court  in  F.W.B.  Rockett  vs.  State 
Board  of  Medical  Examiners,  supra,  it  was  held : 

"The  practice  of  medicine  in  the  District  of  Columbia  is  subject  to  licensing 
and  regulation  and,  we  think,  may  not  lawfully  be  subjected  'to  commercializa- 
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tlon  or  oxp'oitation".  As  was  well  said  in  People  v.  United  Medical  Service,  362 
111.  442.  200  N.E.  157,  163,  103  A.L.R.  1229.  the  practice  of  medicine  requires 
something  more  than  the  financial  ability  to  hire  competent  persons  to  do  the 
actual  work.  And  so  it  has  been  held  under  varying  conditions,  speaking 
generally,  that  tchere  a  corporation  operates  a  clinic  or  hospital,  employs  licensed 
physicians  and  surgeons  to  treat  patients,  and  itself  receives  the  fee,  the 
corporation  is  unlawfully  engaged  in  the  practice  of  medicine.  This  is  true 
hecause  it  has  been  universally  held  that  a  corporation  as  such  lacks  the 
qualifications  necessary  for  a  license,  and  icithout  a  license,  its  activities  become 
illegal.  It  has  also  been  said  that  the  relationship  of  doctor  and  patient,  well 
recognized  in  the  law,  would  be  destroyed  by  such  an  arrangement."  (Emphasis 
•ours). 

In  view  of  the  foregoing,  you  are  advised  that  whenever  a  corporation  employs 
a  licensed  physician  to  treat  patients  and  itself  receives  the  fee,  the  corporation 
is  unlawfully  engaged  in  the  practice  of  medicine  and  the  licensed  physician 
so  employed  is  violating  the  provisions  of  Sulidivision  12,  of  Article  4505, 
Vernon's  Civil  Statutes,  and  is  subject  to  having  his  license  to  practice  medicine 
in  this  State  canceled,  revoked,  or  suspended  by  the  Texas  State  Board  of 
Medical  Examiners. 

SUMMARY 

Whenever  a  corporation  employs  a  licensed  physician  to  treat  patients  and 
itself  receives  the  fee,  the  corporation  is  unlawfully  engaged  in  the  practice  of 
medicine  and  the  licensed  physician  so  employed  is  violating  the  provisions  of 
Subdivision  12,  of  Article  4505,  Vernon's  Civil  Statutes,  and  is  subject  to  having 
his  license  to  practice  medicine  in  this  State  canceled,  revoked,  or  suspended 
by  the  Texas  State  Board  of  Medical  Examiners. 
Yours  very  truly, 

Will  Wilson, 
Attorney  General  of  Texas. 
By  John  Reeves, 

Assistant. 
Approved : 

Opinion  Committee :  Geo.  P.  Blackburn,  Chairman ;  J.  C.  Davis,  Jr. ;  Ralph  R. 
Rash  ;  Morgan  Nesbitt ;  Houghton  Brownlee,  Jr. ;  E.  M.  DcGeurin ; 
Reviewed  for  the  Attorney  General  by  James  N.  Ludlum. 


[Exhibit  8a  to  Exhibit   11a] 

Houston,  Tex.,  April  18,  1963. 
Dr.  M.  H.  Ceabb, 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Dr.  Ceabb  :  I  have  been  referred  to  you  by  the  office  of  the  Attorney 
General  of  Texas.  An  opinion  was  requested  on  the  question  of  whether  or  not 
a  physician  who  receives  a  salary  from  a  non-profit,  charitable  nursing  home 
or  home  for  the  aged  for  rendering  medical  attention  to  the  residents  of  such 
home  is  subject  to  having  his  license  revoked  or  suspended  under  Article 
4505.  Section  12  of  the  Revised  Civil  Statutes  of  Texas.  The  physician  would 
be  engaged  in  private  practice  and  spent  a  few  hours  each  week  at  the  insti- 
tution. None  of  the  residents  pay  for  any  medical  care  but  some  pay  the 
institution  for  care  and  others  pay  nothing. 

I  was  advised  that  the  Attorney  General  could  not  render  an  opinion  to  me 
but  could,  at  the  request  of  the  head  of  any  State  Board  or  Department. 

I  am  fami'iar  with  the  cases  wIutc  physicians  have  been  employed  by  j>ri- 
vate  corporations  where  a  fee  was  charged  to  the  person  receiving  the  medical 
care.  However,  the  situations  presented  differ  for  the  reasons  here  indicated. 

This  is  a  question  of  vital  importance  to  any  church  group  within  this  State 
operating  a  nursing  home  or  home  for  the  aged,  and  if  you  can  obtain  an 
opinion  on  this  question  it  will  be  a  great  help  to  all  concerned. 

Tour  attention  to  this  matter  will  be  very  much  appreciated. 
Very  truly  yours, 

Louis  Goldfaden. 
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[Exhibit  Sb  to  Exhibit  11a] 

Texas  State  Board  of  Medical  Examinees, 

April  25,  196S. 
Mr.  Louis  Goldfaden, 
Attorrwy  at  Law, 
Houston,  Tex. 

Dear  Mr.  Goldfaden  :  Dr.  Crabb,  Secretary  of  the  Texas  State  Board  of 
Medical  Examiners,  has  referred  to  me  your  letter  of  April  18,  1963,  and  asked 
that  I  respond. 

Initially,  the  Board  is  of  the  opinion  that  the  situation  with  respect  to  un- 
licensed entities  hiring  physicians  who  actually  give  medical  care  is  covered 
by  the  existing  cases  which  your  letter  indicates  you  are  familiar  with  as  well 
as  Attorney  Generafs  Opinion  WW-273,  1957,  which  holds : 

That  when  a  corporation  employed  a  licensed  physician  to  treat  patients 
and  itself  received  remuneration  from  the  patient,  the  corporation  was  un- 
lawfully engaged  in  the  practice  of  medicine,  and  the  licensed  physician 
so   employed   was  violating  the  provisions   of  paragraph    (12),   of  Article 
4.505,  and  was  subject  to  having  his  license  to  practice  medicine  in  this 
State  cancelled,  revoked,  or  suspended. 
This  would  appear  to  be  a  clear  holding  when  you  considered  with  the  cases 
above-referred  to.  that  a  situation  such  as  you  detailed  in  your  letter  would 
be  in  direct  violation  of  the  noted  section  of  Article  4505. 

It  suffices  to  say  that  if  the  residents  of  the  rest  home  or  nursing  home,  as 
you  have  outlined  pay  for  "care"  and  that  care  includes  medical  care,  and  the 
in.stitution  hires  a  physician  to  render  that  medical  care,  then  the  institution 
does  come  within  the  framework  of  the  establi.shed  cases  and  the  Attorney 
General's  Opinion  above-referred  to. 

I  trust  that  this  will  explain  the  Board's  feeling  that  there  is  no  necessity 
for  requesting  an  additional  Opinion  with  respect  to  this  type  of  situation. 
Very  truly  yours. 

Dean  Davis, 
General  Counsel. 


[Exhibit  Sc  to  Exhibit  11a] 

Texas  State  Board  of  Medical  Examiners, 

October  4,  1962. 
Ben  E.  Zimmerman,  M.D., 
Emergencii  Boom  Committee, 
Harris  Hospital. 
Fort  Worth.  Tex. 

Dear  Doctor  Zimmerman  :  I  call  your  attention  to  the  enclosed  que.stionnaire 
that  was  sent  out  to  members  of  the  Medical  Staff  of  Harris  Hospital,  ques- 
tions 4  and  5. 

A  hospital  who  employs  licensed  physicians  and  surgeons  to  treat  patients 
is  Tinlawfully  engage<l  in  the  practice  of  medicine.  Therefore,  physicians  and 
surgeons  cannot  be  employed  to  cover  emergency  room  service. 
Yours  truly, 

M.  H.  Ceabb,  Secretary. 

[Exhibit  8d   to  Exhibit   11a] 

Texas  State  Board  of  Medical  Examinees, 

August  21,  1962. 
Mr.  George  M.  Brewer, 
Administ7-ator, 
Methndist  Hospital, 
Lubhock.  Tex. 

Dear  Mr.  Brewer:  We  have  received  information  that  you  are  employing 
physicians  to  cover  emergency  room  services.  If  this  is  true.  I  call  your  atten- 
tion to  the  fact  that  a  hospital  cannot  employ  a  physician  under  any  cir- 
cumstances, to  work  in  the  hospital  or  to  cover  emergency  room  services. 
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If  you  are  employing  physicians  to  cover  emergency  room  services,  we  trust 
that  you  will  discontinue  this. 
Sincerely  yours, 

M.  H.  Cbabb,  SeGretary. 


[Exhibit  8e  to  Exliibit   11a] 

Austin,  Tex.,  February  11,  1960. 
In   re:    Paul   L.    Richburg,   M.D.,   310  Doctors   Building,  3707  Gaston  Avenue, 

Dallas,  Tex. 
M.  H.  Crabb,  M.D., 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Doctor  Crabb  :  This  will  acknowledge  receipt  of  your  letter  of  Febru- 
ary 2nd  concerning  Doctor  Richburg's  proposed  plan  to  open  a  cardio-pulmon- 
ary  laboratory  to  be  operated  by  himself  and  another  physician,  as  well  as  a 
layman ;  the  three  individuals  participating  in  the  profits  from  the  laboratory's 
operation. 

I  have  attempted  to  contact  John  Reeves  and  discuss  this  matter  with  him 
but  he  is  out  of  the  city.  However,  I  do  feel  that  your  reply  to  Doctor  Rich- 
burg was  correct. 

In  reviewing  Doctor  Richburg'h  letter  to  you,  it  is  apparent  that  the  services 
rendered  by  the  laboratory  and  their  activities  would  constitute  the  practice 
of  medicine  because  they  not  only  would  be  making  tests  but  would  be  making 
a  diagnosis  on  the  basis  of  such  tests  and  forwarding  the  diagnosis  to  the 
referring  physician. 

ALso.  I  am  of  the  opinion  that  for  a  layman  to  share  in  the  profits  of  their 
activities  would  be  a  violation  of  the  Medical  Practice  Act,  namely,  Section  12 
of  Article  4505.  Your  suggestion  to  Doctor  Richburg  that  the  layman  be  em- 
ployed by  the  physicians  rather  than  made  a  partner  in  the  business  .seems  to 
be  the  logical  solution,  and  would  certainly  insure  that  this  laboratory's  opera- 
tion was  not  in  violation  of  the  Medical  Practice  Act. 

I  intend  to  discuss  this  matter  with  John  Reeves  when  he  returns  to  Austin 
and  one  of  us  will  be  corresponding  with  you  shortly  on  any  further  comments 
we  might  have  to  make. 

Best  wishes. 

Sincerely  yours, 

Pat  Bailey. 


[Exhibit  Sf  to  Exhibit  11a] 

Dallas,  Tex.,  February  2,  1960. 
Dr.  M.  H.  Crabb. 

Secretary,  Texas  Board  of  Medical  Examiners, 
Ft.  Worth,  Tex. 

Dear  Dr.  Crabb:  I  appreciated  very  much  the  opportunity  of  talking  with 
you  by  telephone  regarding  my  plans  for  setting  up  a  cardio-pulmonary  labora- 
tory and  in  accordance  with  your  suggestion  will  give  you  in  writing  details 
in  regard  to  the  proposed  organization  and  operation  of  such  laboratory. 

The  purpose  of  such  a  laboratory  is  to  provide  the  practicing  clinician  with  a 
facility  which  will  enable  him  to  obtain  objective  evidence  by  use  of  some  of 
the  newer  tests  of  pulmonary  function  and  blood  gas  analysis  the  degree  and 
type  of  pulmonary  insufficiency  which  his  patient  may  have,  so  that  he  will 
be  in  a  better  position  to  treat  him  with  whatever  type  of  therapy  he  feels 
indicated.  It  is  the  hope  that  by  detecting  earlier  stages  of  pulmonary  insuf- 
ficiency, earlier  diagnosis  and  treatment  of  subacute  and  chronic  respiratory 
conditions  will  be  made,  enabling  him  to  apply  treatment  eaerlier  and  possibly 
reverse  to  some  degree  or  prevent  progression  of  the  underlying  proce.ss.  The 
tests  proposed  would  be  performed  by  a  trained  chemist  technician  and  would 
include  total  and  timed  vital  capacity  studies,  airway  resistance  and  lung 
volume  studies,  including  residual  volume  and  total  lung  capacity  and  maximum 
breathing  capacity.  Oxygen  saturation  will  be  determined  by  car  oximeter  at  rest 
and  exerci.se,  breathing  room  air  and  100%  C;  and  when  indicated  determination 
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of  the  arterial  blood  O2  and  CO-  by  manometric  method  of  Van  Slyke  or  later, 
we  hope,  by  gas  chromatographic  methods  which  will  be  made  available.  Ob- 
jective determination  of  circulation  time  by  the  car  oximeter  using  cardio-greeu 
dye,  is  also  possible  if  requested  by  the  physician.  Other  tests  later  might 
include  recording  of  heart  sounds  and  possibly  manometric  Vulsalva  determina- 
tions and  etc. 

Close  supervision  by  a  physician  who  has  training  in  cardio-pumonary 
physiology  will  be  necessary  to  insure  accurate  performance  of  the  tests  and 
for  checking  the  results  obtained  before  they  are  given  to  the  referring  physician. 
"While  I  have  had  some  formal  training  in  cardio-pulmonary  physiology  and 
was  acting  director  of  the  cardio-pulmonary  laboratory  at  the  V.A.  hospital  at 
McKenuy,  Texas  in  1953  &  1954,  working  on  the  heart  catheterization  team 
and  would  be  able  to  supervise  and  check  the  results  obtained  in  the  laboratory, 
the  cumplexity  of  the  electronics  equipment  and  equipment  for  determining 
pulmonary  ventilation  studies  and  lung  compartments  in  such,  that  continuous 
careful  maintenance  by  an  electronics  engineer  is  a  necessity.  Also  the  advice 
and  experience  of  a  person  trained  in  cardio-pulmonary  research  in  the  use 
of  the  simplest  and  most  accurate  tests  and  the  application  of  newer  tests 
as  they  are  developed  would  be  invaluable.  Because  this  undertaking  was  of 
such  complexity  and  magnitude,  I  have  felt  that  more  than  one  person  should 
be  involved  and  have  in  mind  two  well  qualified  associates  who  would  help 
me  with  this  undertaking.  One  is  an  electronics  engineer  who  would  be  able 
to  keep  the  equipment  in  proper  working  order  and  to  design  new  equipment 
for  other  tests  if  they  are  later  shown  to  be  of  value  in  other  research  centers 
working  in  the  field  of  cardio-pulmonary  physiology.  The  other  associate  is  a 
physician  with  extensive  research  experience  in  cardiac  and  pulmonary 
■diseases. 

The  laboratory's  only  purpose  is  to  perform  tests  for  referring  physicians. 
Interpretations  of  the  results  of  such  tests  in  terms  of  type  and  degree  of 
cardio-pulmonary  dysfunction  as  compared  to  normal  would  be  necessary  in 
order  for  the  referring  physician  to  understand  and  use  the  information  ob- 
tained. He  then  would  be  able  to  establish  in  stiologic  diagnosis  of  any  one  of 
a  number  of  possible  conditions  which  could  have  produced  such  dysfunction 
in  his  patient.  The  laboratory  would  not  make  diagnoses  but  would  only  aid 
the  physician  in  doing  so  as  is  done  in  any  other  clinical  laboratory.  Certainly 
it  will  in  no  way  treat  patients  but  only  perform  tests  upon  them  for  other 
physicians.  Organization  on  the  basis  of  setting  up  a  corporation  for  this 
function  seemed  to  me  to  be  logical  and  would  insure  that  its  function  be  one  of 
performing  test  only  and  would  afford  protection  for  the  individual  members. 
The  laboratory  would  require  a  director  to  report  the  tests,  to  the  physician, 
interpreting  them  to  whatever  degree  is  necessary  for  him  to  be  able  to  use 
the  information  in  arriving  at  his  patients  functional  disability  and  it  would 
be  up  to  the  referring  physician  to  diagnose  the  cause  of  that  disability  such 
as  for  example  brochitis,  pulmonary  fibrosis  and  emphysema  or  specific  kinds 
of  heart  disease  which  might  be  present.  By  necessity,  a  physician  familiar  with 
the  tests  and  their  interpretation  would  have  to  be  the  director  and  initially 
I  would  perform  this  service  until  the  volume  of  work  would  justify  obtaining, 
by  fee,  an  assistant. 

In  order  to  insure  that  the  laboratory  will  be  legally  and  ethically  established 
on  a  sound  basis  I  will  certainly  appreciate  you  advising  me  whether  or  not 
the  proposals  that  I  have  outlined  meet  with  your  approval.  Since  we  are 
anxious  to  get  the  project  underway  by  March,  1960,  your  early  advice  will  be 
sincerely   appreciated. 


Yours  truly. 


Paul  L.  Richburg,  M.D. 


[Exhibit  Sg  to  Exhibit  11a] 

Texas  State  Board  of  Medical  Examiners, 

August  7,  1959. 
Albert  H.  Keene,  M.D., 
Dallas,  Tex. 

Dear  Doctor  Keene:  This  is  in  response  to  your  letter  seeking  information 
as  to  the  Board's  interpretation  of  Article  4505  of  the  Medical  Practice  Act 
of  Texas,  and  especially  as  it  pertains  to  radiologists  and  their  relationships 
with  hospitals. 
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For  your  information,  there  is  nothing-  in  the  Medical  Practice  Act  that 
specifically  pertains  to  radiologists  as  the  laws  regulating  the  practice  of 
medicine,  including  Article  4504,  apply  to  all  persons  licensed  to  practice 
medicine  in  this  State  and  provides  penalties  for  violation  of  the  Act. 

I  would  gather  that  you  are  specifically  interested  in  Article  4505,  Subsection 
12, 

"The  State  Board  of  Medical  Examiners  may  refuse  to  admit  persons  to  its 
examinations,  and  to  issue  license  to  practice  medicine  to  any  person,  for  any 
of  the  following  reasons :  *  * 

(12)   The    impersonation    of    a    licensed    practioner,    or    permitting,    or 
allowmg,  another  to  use  his  license,  or  certificate  to  practice  medicine  in 
this  State,  for  the  purpose  of  treating,  or  offering  to  treat,  sick,  injured, 
or  afflicted  human  beings." 
and  in  the  cases  by  the  courts  of  Texas  construing  this  article. 

We  find  this  portion  of  the  Medical  Practice  Act  was  construed  by  our  courts 
in  the  case  of  Rockett  v.  Texas  State  Board  of  Medical  Examiners,  (287  SW  2d 
190).  Rockett,  a  medical  doctor,  was  emjiloyed  by  the  Thomas  Clinic  for  a 
salary  of  $500  per  month  and  he  received  no  fees.  The  clinic  was  owned  by 
one  Ralph  Thomas,  who  was  not  a  medical  doctor,  and  no  medical  doctor  owned 
any  interest  in  the  clinic.  Rockett  performed  medical  services  for  the  clinic 
and  the  fees  for  such  services  were  collected  by  the  clinic.  The  court,  in 
aflarming  the  action  of  the  Texas  State  Board  of  Medical  Examiners  in  can- 
celling Rockett's  license,  h(>ld  that : 

"Such  conduct  on  the  part  of  appellant   (Rockett)   was  In  effect  'permitting, 

or  allowing,  another  to  use  his  license  or  certificate  to  practice  medicine  in 

this  State,  for  the  purpose  of  treating,  or  offering  to  treat,   sick,  injured,  or 

afilicted    human    beings',    which    condiict    is    prohibited    by    the    provisions    of 

Section  12  of  x\rt.  4505,  Vernon's  Ann.  Civ.   Stats.,  and  is  made  a  ground  for 

the  forfeiture  of  a  license  to  practice  medicine  by  the  provisions  of  Art.  450() 
*  *  *  >> 

The  court  in  its  opinion  quoted  at  length  from  the  case  of  United  States  v. 
American  Medical  Association,  110  F.  2d  703,  and  I  believe  such  quote  will  be 
of  interest.  It  is  as  follows : 

"The  practice  of  medicine  in  the  District  of  Columbia  is  subject  to  licensing 
and  regulation  and,  we  think,  may  not  lawfully  be  subjected  to  commercialization 
or  exploitation.  As  was  well  said  in  People  v.  United  Medical  Service,  362  111, 
442,  200  NE  157,  163.  103  A.L.R.  1220,  the  practice  of  medicine  requires  some- 
thing more  than  the  financial  ability  to  hire  competent  persons  to  do  the  actual 
work.  And  so  it  has  been  held  under  varying  conditions,  speaking  generally, 
that  where  a  corporation  operates  a  clinic  or  hospital,  employs  licensed  physi- 
cians and  surgeons  to  treat  patients,  and  itself  receives  the  fee,  the  corporation 
is  unlawfully  engaged  in  the  practice  of  medicine.  This  is  true  because  it  has 
been  universally  held  that  a  corporation  as  such  lacks  the  qualifications  neces- 
sary for  a  license,  and  without  a  license,  its  activities  become  illegal.  It  has  also 
been  said  that  the  relationship  of  doctor  and  patient,  well  recognized  in  the 
law.  would  be  destroyed  by  such  an  arrangement." 

An  even  more  recent  case  dealing  with  this  same  subject  is  Watt  v.  Texas 
State  Board  of  Medical  Examiners.  (303  SAV  2d  8S4 — 1957).  The  facts  in  this 
case  disclose  that  Watt  was  employed  by  Hoxsey  Cancer  Clinic  at  a  salary 
of  .$2,000.  per  month  and  received  no  fees  from  the  clinic.  The  clinic  was 
owned  by  Harry  M.  and  ]Martha  Hoxsey.  who  were  not  medical  doctors  and 
no  medical  doctor  owned  any  interest  in  the  clinic.  Watt  nerformed  medical 
services  for  Hoxsey  Cancer  Clinic  (reading  and  internreting  X-ray  pictures), 
and  all  fees  for  such  services  were  being  collected  bv  the  clinic  from  aatients 
of  the  clinic.  The  court  in  its  opinion  which  afBrraed  the  action  of  the  Board 
held: 

"We  find  no  distinction  between  the  facts  above  stated  and  those  presented 
in  Rockett  v.  Texas  State  Board  of  Medical  Examiners.  287  SW  2d  190,  where 
Sec.  12,  Article  4505,  was  construed.  *  *  We  feel  duty  bound  to  follow  the 
conclusions  reached  in  the  Rockett  ajirieal." 

The  decision  in  the  above  cases  left  no  doubt  as  to  the  meaning  the  courts 
would  or  have  given  to  Section  12  of  Art.  4505.  I  would  think  it  would  be 
equally  clear  that  many  existing  arrangements  between  physicians  and  hospitals 
were  and  are  in  violation  of  Section  12  of  Art.  4505.  esi^cially  those  involving 
pathologists  and  radiologists,  where  there  is  an  employer-employee  relationship 
existing. 
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Since  the  courts'  decision  and  interpretation  in  these  cases,  your  Texas  State 
Board  of  Medical  Examiners  is  considering  the  matter  and  has  from  time  to 
time  advised  that  this  type  of  practice  is  illegal.  It  has  been  the  hope  of  the 
Texas  State  Board  of  Medical  Examiners  that  these  arrangements  would  be 
corrected  so  that  no  employer-employee  relationship  would  exist  as  these  mat- 
ters can  be  worked  out  on  a  legxil  basis  without  working  a  hardship  on  the 
patients,  hospitals  or  physicians. 

While  it  is  not  the  position  of  the  Board  to  advise  on  legal  matters,  we  are 
interested  in  assisting  and  answering  correctly  any  inquiry  made  of  us.  For 
example,  the  relationship  between  hospitals  and  physicians  should  definitely 
not  be  an  employer-employee  relationship,  except  where  the  physician  is  a 
Medical  Director  or  holds  some  other  administrative  office  and  is  not  practicing 
medicine  for  and  on  behalf  of  the  hospital  or  any  other  corporation. 

As  mentioned  above,  the  Medical  Practice  Act  applies  to  all  persons  licensed 
to  practice  medicine  and  not  specifically  to  any  one  class  of  specialist  and  all 
are  expected  to  comply  with  the  same  law. 

I  trust  this  answers  your  inquiry  and  should  you  require  additional  informa- 
tion, we  will  attempt  to  comply  with  your  request. 
Sincerely, 

M.  H.  Crabb,  M.D.,  Secretary. 

[Exhibit  9   to   Exhibit   11a] 
ExcEBPTS  From  Minutes  of  January  23,  24,  1972  Meeting 

Dr.  Rodarte  also  told  the  Board  that  they  thought  it  better  to  have  Dr.  Jones 
meet  with  the  Board  when  his  original  documents  were  inspected  instead  of 
bringing  them  to  the  Board  Office.  Dr.  Ballard  moved  the  Board  approve  the 
Exeo.  Committee's  action  for  granting  him  a  Temporary  License.  Seconded  by 
Dr.  Spires  and  carried. 

Dr.  Jones,  Rex  Harrison,  Attorney  and  Dr.  Ronald  R.  Smith  of  Daingerfield, 
Texas,  then  met  with  the  Board.  Dr.  Rodarte  explained  to  them  the  require- 
ments for  foreign  medical  graduates  and  American  medical  graduates ;  and 
that  the  only  difference  was  that  the  foreign  medical  graduates  had  to  be 
ECFMGr  certified.  Mr.  Harrison  told  the  Board  that  he  was  not  appearing  as 
Dr.  Jones'  attorney,  but  as  incoming  president  of  the  Chamber  of  Commerce 
of  Hughes  Springs.  Healso  told  the  Board  that  when  he  wrote  to  Dr.  Crabb 
regarding  Dr.  Jones'  application  for  licensure,  he  did  not  fully  understand  the 
requirements  to  be  completed  for  licensure.  Dr.  Jones  informed  the  Board  that 
he  had  applied  to  the  Educational  Council  for  Foreign  Medical  Graduates  too 
late  to  be  accepted  for  the  February  examination,  but  had  applied  to  take  the 
examination  in  September  of  this  year.  The  Board  inspected  his  original  docu- 
ments which  appeared  to  be  in  order,  and  provided  he  successfully  passed  the 
ECFMG  examination  and  was  issued  a  standard  certificate,  his  reciprocity 
application  would  be  in  order  for  the  Board's  consideration  for  a  permanent 
medical  license  at  the  December  1071  Meeting. 

Huretmtz,  Samuel,  M.D.,  Dr.  Crabb  discussed  his  correspondence  with  Dr. 
Hurewitz,  who  wanted  to  apply  for  a  license  by  examination.  Dr.  Hurewitz 
is  a  graduate  of  Middlesex  University  Medical  School  of  Boston  and  has  never 
held  a  state  medical  license.  Dr.  Delmer  mentioned  the  fact  that  he  didn't 
know  too  much  about  the  case,  except  that  he  had  been  in  the  Army  since 
1933,  and  was  retiring  from  the  Service  and  that  he  was  interested  in  becoming 
n.ssocioted  with  the  Skinner  Clinic.  He  said  that  he  had  talked  to  Dr.  Crabb 
about  him  on  the  telephone.  After  discussi(ui,  it  was  the  Board's  opinion  that 
Dr.  Hurewitz  is  not  eligibleto  obtain  a  license  in  Texas,  becau.se  his  medical 
school  is  not  approved  by  the  Board. 

Dr.  Crabb  gave  a  summary  of  what  transpired  during  the  meeting  with  the 
Jurisprudence  Committee  of  the  Texas  Medical  Association  in  Austin,  regard- 
ing changes  to  be  made  in  the  Medical  Practice  Act  which  are  to  be  intro- 
duced to  the  legislature.  He  said  that  the  committee  was  very  receptive  to  all 
the  suggested  changes,  but  they  were  definitely  against  the  suggestion  of  using 
the  FLEX  examination. 

The  Board  discussed  changes  that  should  be  made  in  Article  4501.  One  sug- 
gestion was  that  the  Board  be  given  the  prerogative  to  approve  American  and 
Canadian  schools. 
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The  provision  pertaining  to  what  examinations  subjects  should  be  given  was 
thoroughly  discussed  and  it  was  the  consensus  of  opinion  that  the  wording 
used  in,  "A  Guide  To  The  Essentials  of  a  Modern  Medical  Practice,"  published 
by  the  Federation  of  State  Medical  Boards  of  the  United  States,  Inc.,  on  Page 
9,  under  V.  Examinations,  Provision    (a)    reading  as  follows  could  be  used — 

'•The  licensing  agency  shall  prepare  and  give,  or  approve  the  preparation 
and  giving,  of  an  examination  which  shall  cover  those  general  subjects  and 
topics,  a  knowledge  of  which  is  commonly  and  generally  required  of  candidates 
for  the  degree  of  Doctor  of  Medicine  conferred  by  approved  colleges  or  schools 
of  medicine  in  the  Ignited  States." 

Dr.  Burross  suggested  that  two  committees  be  appointed,  one  consisting  of 
Board  members  and  one  consisting  of  physicians  who  would  represent  the 
Texas  Osteopathic  Association,  to  meet  with  the  members  of  the  Jurisprudence 
Committee  and  Sam  Stone  to  explain  to  them  (the  Jurisprudence  Committee) 
what  the  Board  of  trying  to  achieve.  *  *  * 


[Kxliibit   10a  to  Exhibit   11a] 
Excerpts  From  Minutes  of  Janttary  15,  16,  1972  Meeting 

:{:  ^  :};  ^  :^  ^  :t^ 

Dr.  8niith  moved  that  the  report  of  the  Review  Committee  be  accepted  and 
the  following  Examinees  be  granted  licenses.  Motion  seconded  by  Dr.  Wysong 
and  carried. 

1,  3,  7,  8,  11.  12.  13.  14,  26.  31.  47,  53.  57,  59,  63,  64,  65.  66.  77,  81,  83.  84,  92, 
98.  99,  124,  128,  129.  130.  131.  134.  135.  138.  140.  143,  199.  201,  202.  203.  204. 
205,  208,  213,  214,  215,  217,  218,  219,  222,  225,  226,  227,  229,  231.  233,  261,  262, 
263.  264,  265. 

61  Licenses  granted  by  Examination — License  Certificates  dated  January  15, 
1972. 

Mr.  Stone  made  a  report  on  the  proposed  guidelines  for  the  Board  to  follow 
for  certification  of  nonprofit  corporations  as  provided  for  under  provisions  of 
Article  4509a,  Revised  Civil  Statutes  of  Texas.  The  Board  voted  to  take  the 
matter  under  advisement  until  the  March  Meeting. 

The  license  certificates  were  signed  by  the  Board  members. 

There  being  no  further  business  to  come  before  the  Board,  the  meeting^ 
adjourned. 

Adjourned  12  :30  P.M.,  January  16,  1972. 


[Exhibit  10b  to   Exhibit   11a] 
Excerpts  From  Minutes  of  Special  Meeting  of  ISIarch  10,  11,  1972 

*  *  *  Franklin  Wallach.  ]\I.D.,  is  unable  "to  practice  medicine  with  reason- 
able .skill  and  safety  to  patients  by  reason  of  age,  illness,  drunkenness,  ex- 
cessive use  of  drugs,  narcotics,  chemicals  or  other  types  of  material  or  as  a 
result  of  a  mental  condition"  and  that  such  inability  constitutes  grounds  for 
revocation  of  the  medical  license  issued  to  Merrill  Franklin  Wallach,  M.D.. 
under  the  provisions  of  Sub-division  (16)  of  Article  4505.  Revised  Civil  Statutes 
of  Texas,  as  amended.  Before  introducing  testimony  and  reading  the  complaint 
Dr.  Wallach  submitted  a  letter  along  with  his  License  Certificate  No.  D-1845, 
requesting  the  Board  to  cancel  his  license  and  acknowledging  that  he  was  un- 
able to  practice  medicine  with  reasonable  skill  and  safety  to  patients.  Dr. 
Delmer  moved  that  the  Board  accept  Dr.  Wallach's  letter  and  cancel  his 
licen.se.  Motion  seconded  by  Dr.  Smith  and  carried.  Order  of  the  Board  dated 
March  11.  1972,  was  drawn  up  and  signed  by  the  Board  members. 

Dr.  Cral)b  moved  that  a  resolution  be  entered  commending  Mr.  Melvin  E. 
Corley  and  Mr.  Sam  V.  Stone  for  the  splendid  assistance  they  have  given  the 
Board,  not  only  in  conducting  its  hearings,  but  in  assisting  the  investigators 
in  their  investigations.  Motion  seconded  by  Dr.  Delmer  and  carried. 

The  Proposed  Guidelines  for  the  Board  in  enforcing  the  Provisions  of  Article 
4509a  was  brought  up  for  discussion.  The  Board  voted  that  Dr.  Delmer,  Mr. 
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stone  and  Mr.  Corley  revise  the  Guidelines  and  have  a  report  for  the  June 
Meeting. 

Idzoreli,  Thomas  Scott,  M.D.,  Dr.  Crabb  brought  up  for  discussion  Dr.  Id- 
zorek's  letter  requesting  information  to  obtain  a  Texas  license.  He  is  licensed 
in  the  State  of  Arizona.  He  had  taken  the  Pre-Clinical  examination  and  failed 
the  examination  in  Physiology  twice.  The  Board  voted  that  Dr.  Idzorek  must 
repeat  the  examination  in  Physiology  and  pass  it  and  then  he  can  obtain  a 
license  by  reciprocity. 

Dr.  Spires  moved  that  the  Board  have  its  Examinations  in  June  and  De- 
cember, 1!}73,  on  the  same  dates  as  FLEX.  Motion  seconded  by  Dr.  Porter  and 
carried. 

The  Board  requested  Dr.  Crabb  look  into  the  matter  of  buying  questions  for 
the  examination. 

Copies  of  the  Minutes  of  the  previous  meeting  having  been  mailed  to  all  the 
Board  members  and  all  the  Board  members  having  read  the  Minutes,  it  was 
on  motion  l)y  Dr.  Delmer  that  the  Minutes  be  approved  as  written.  Seconded 
by  Dr.  Smith  and  carried. 

'  Dr.  Ballard  inquired  if  the  Texas  Medical  Association  was  doing  anything 
about  continuing  education  and/or  examination  to  renew  license.  He  stated 
that  the  Texas  Osteopathic  Medical  Association  is  interested  in  doing  this. 
This  w-as  discussed  and  it  was  agreed  that  Drs.  Delmer  and  Burross  discuss 
this  matter  with  the  President-elect  of  the  T^NIA. 

Expenses  and  per  diem — Dr.  Porter  moved  that  the  Expenses  and  Per  Diem 
of  the  Board  members  be  paid,  after  all  expenses  of  the  Board  have  been  paid. 
Motion  seconded  by  Dr.  Spires  and  carried.  Dr.  Rodarte  announced  the  Board 
would  recess  for  lunch. 

Recessed  12:00  Noon  until  1:00  P.M.,  March  11,  1972. 

Executive  Session  and  Hearing,  1  p.m.,  March  11,  1972 

The  meeting  reconvened. 

Jessen,  Robert  Harry.  M.D.,  reciprocity  applicant,  appeared  before  the  full 
Board  regarding  his  application  for  a  license  by  reciprocity  with  the  State  of 
Utah.  In  1952,  he  was  charged  with  having  sold  morphine  tablets  to  an  under- 
cover agent  on  three  occasions.  He  pleaded  guilty  to  the  charges  and  was 
placed  on  probation  for  one  and  one-half  years.  After  discussion.  Dr.  Spires 
moved  that  Dr.  Jessen  be  granted  a  license  by  reciprocity.  Motion  seconded 
by  Dr.  Porter  and  carried. 

In  consideration  of  further  developments  regarding  Peter  Jo.seph  Carter, 
M.D.,  and  William  E.  Raburn,  M.D.,  the  Board  on  motion  made  by  Dr.  Ballard 
and  seconded  by  Dr.  Burross,  voted  to  continue  to  investigate  the  said  Dr. 
Carter  and  Dr.  Raburn  *  *  *. 


[Exhibit   10c  to  Exhibit   11a] 
See  exhibit  6  to  exhibit  11a. 


[Exhibit   11a   to  Exhibit  11a] 
ExcEKPT   From    1    Tex.    Jur.   24,    Sec.    21,    Admixistrative  Law,   etc. 

§  21.  Action  as  a  body 

Although  an  administrative  agency's  proceedings  may  be  informal,^^  the 
agency  must  act  as  a  body  at  a  stated  meeting,  or  one  properly  called,  and  of 
which  all  the  members  have  notice,  or  which  they  are  given  an  opportunity  to 
attend.  Consent  or  acquiescence  of  or  agreement  by  the  individual  members 
acting  separately,  and  not  as  a  body,  or  by  a  number  of  the  members  smaller 
than  the  whole  group  acting  collectively  at  an  unscheduled  meeting  without 
notice  or  opportunity  of  the  other  members  to  attend,  is  not  sufficient.^* 


1"  See   supra,    §  20. 

i«  Webster  v.  Texas  &  Pac.  Motor  Transp.  Co.  140  Tex  181,  16G  SW2d  75.  And  see  to 
the  same  effect,  Houston  &  North  Texas  Motor  Freight  Lines  v.  Johnson  140  Tex  166, 
SW2d  78. 
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[Exhibit  lib  to  Exhibit  11a] 

Article  4509  of  Texas  Medical  Practice  Act 
Article  4509. 

"The  Texas  State  Board  of  Medical  Examiners  shall  have  the  power  to 
appoint  committees  from  its  own  membership  and  to  make  such  rules  and 
regulations  not  inconsistent  with  this  law  as  may  be  necessary  for  the  i>er- 
formance  of  its  duties,  the  regulations  of  the  practice  of  medicine,  and  the 
enforcement  of  this  Act.  The  duties  of  any  such  committees  appointed  from 
the  Texas  State  Board  of  Medical  Examiners  membership  shall  be  to  consider 
such  matters  pertaining  to  the  enforcement  of  this  Act  and  the  regulations 
promulgated  in  accordance  therewith  as  shall  be  referred  to  such  ommittees 
and  they  shall  make  recommendations  to  the  Texas  State  Board  of  Medical 
Examiners  with  respect  thereto.  The  Texas  State  Board  of  Medical  Examiners 
shall  have  the  power  and  may  delegate  the  said  power  to  any  committee,  to 
issue  subpoenas,  and  subpoenas  duces  tecum  to  compel  the  attendance  of 
witnesses,  the  production  of  books,  records  and  documents,  administer  oaths 
and  to  take  testimony  concerning  all  matters  within  its  jurisdiction.  The  Texas 
State  Board  of  Medical  Examiners  shall  not  be  bound  by  strict  rules  of  evidence 
or  procedure,  in  the  conduct  of  its  proceedings,  but  the  determination  shall  be 
founded  on  sufficient  legal  evidence  to  sustain  it.  The  Texas  State  Board  of 
Medical  Examiners  shall  have  the  i"ight  to  institute  an  action  in  its  own  name 
to  enjoin  the  violation  of  any  of  the  provisions  of  this  Act.  Said  action  for  an 
injunction  shall  be  in  addition  to  any  other  action,  proceeding  or  remedy 
authorized  by  law.  The  Texas  State  Board  of  Medical  Examiners  shall  be 
represented  by  the  attorney  general  and-or  the  county  or  district  attorneys  of 
the  state.  Before  entering  any  order  cancelling  or  suspending  a  license  to 
practice  medicine,  the  Board  shall  hold  a  hearing  in  accordance  with  the 
procedure  set  out  in  Article  4506,  Revised  Civil  Statutes  of  Texas,  1925,  as 
amended  by  this  Act." 

Article  4509a.  Certification  of  certain  health  organizations. 

"The  Texas  State  Board  of  Medical  Examiners  shall,  on  a  form  adopted  by 
the  Board  and  under  the  rules  promulgated  by  the  Board,  approve  and  certify 
any  health  organization  formed  by  persons  licen.sed  by  the  Texas  State  Board 
of  Medical  Examiners  upon  application  by  the  said  organization  and  presenta- 
tion of  satisfactory  proof  to  the  Board  that  such  organization  is : 

"(1)  a  nonprofit  corporation  inider  the  provisions  of  the  Texas  Non-Profit 
Corporation  Act  (Article  1396-1.01  et.  seq.,  Vernon's  Texas  Civil  Statutes)  ; 

"(2)  that  the  nonprofit  corporation  is  organized  for  any  or  all  of  the  following 
purposes :  the  carrying  out  of  scientific  research  and  research  projects  in  the 
public  interest  in  the  fields  of  medical  sciences,  medical  economics,  public 
health,  sociology,  and  related  areas ;  the  supporting  of  medical  education  in 
medical  schools  through  grants  and  scholarships ;  the  improving  and  developing 
of  the  capabilities  of  individuals  and  institutions  studying,  teaching,  and 
practicing  medicine ;  the  delivery  of  health  care  to  the  public ;  the  engaging 
in  the  instruction  of  the  general  public  in  the  area  of  medical  science,  public 
health,  and  hygiene,  and  related  instruction  useful  to  the  individual  and  bene- 
ficial to  the  community ;  and 

"(3)  that  the  nonprofit  corporation  shall  l^e  organized  and  incoriwrated  by 
persons  licensed  by  the  Board  and,  provided,  further,  that  the  directors  and/or 
trustees  of  such  organization  and  their  successors  in  oflSce  shall  be  persons 
licensed  by  the  Board,  and  actively  engaged  in  the  practice  of  medicine. 

"Provided,  however,  that  the  Board  may,  at  its  discretion,  refuse  to  approve 
and  certify  any  such  health  organization  making  application  to  the  Board  if  in 
the  Board's  determination,  the  applying  nonprofit  corporation  is  established  or 
organized  or  operated  in  contravention  to  or  with  the  intent  to  circumvent  any 
of  the  provisions  of  this  Act." 

[Exhibit  lie   to  Exhibit   11a] 

Texas  State  Board  of  Medical  Examiners, 

January  18,  1913. 
Memo : 

This  organization  was  discussed  with  Mr.  Stone  and  he  said  that  as  soon  a.s 
all  the  questionnaires  and  statement  were  received  in  the  office  to  certify  it 
as  he  knew  it  to  be  all  right. 
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[Exhibit  lid  to  Exhibit  11a] 

Austin,  Tex.,  January  8,  197^. 
Mrs.  Mary  Ann  Black, 
Texas  State  Board  of  Medical  Examiners, 
Austin,  Tex. 

Dear  Mary  Ann  :  I  have  reviewed  your  letter  of  January  3  and  the  cor- 
respondence from  M.  Lawrence  Heideman,  Jr.,  M.  D.,  of  Houston,  with  regard 
to  the  Woodlands  Health  Association. 

In  response  to  Dr.  Heideman's  first  question  as  to  the  basis  for  the  Board 
inquiry  as  to  whether  or  not  an  incorporator  has  been  practicing  medicine  in 
Texas  for  a  period  of  not  less  than  five  years  immediately  prior  to  forming 
the  corporation,  I  would  suggest  that  you  inform  Dr.  Heideman  that  Article 
4509a  provides  that  the  non-profit  corporation  shall  be  incorporated  by  persons 
licensed  by  the  Board  who  shall  be  "actively  engaged  in  the  practice  of 
medicine"  and,  further,  that  the  first  paragraph  of  this  Article  authorizes  the 
Texas  State  Board  of  Medical  Examiners  to  promulgate  rules  in  order  to 
certify  that  the  corporation  and  the  incorporators  qualify  under  the  terms  of 
the  Article.  Since  there  is  no  definition  of  the  period  of  time  that  a  person  must 
be  "actively  engaged  in  the  practice  of  medicine"  the  Board  has  determined 
that  a  five  year  period  would  be  reasonable  and  within  the  authority  granted 
to  the  Board  by  the  Legislature  when  Article  4509a  was  adopted. 

With  regard  to  the  question  you  raised  as  to  whether  or  not  the  individual 
physicians  must  be  actively  engaged  in  seeing  patients  and  not  in  administrative 
work  to  qualify  as  incorporators,  I  would  point  out  that  under  Article  4510, 
a  person  is  regarded  as  "practicing  medicine"  who  shall  "diagnose,  treat,  or 
offer  to  treat  any  disease  or  disorder,  mental  or  physical,  or  any  physical 
deformity  of  injury  by  any  system  or  method  and  to  effect  cures  thereoef  and 
charge  therefor,  directly  or  indirectly,  money  or  other  compensation  .  .  .  ". 
Thus,  if  a  person  is  not  performing  those  acts  which  constitute  the  practice 
of  medicine  under  the  statute,  I  do  not  see  that  we  could  administratively 
hold  that  such  a  person  was  "actively  engaged  in  the  practice  of  medicine" 
even  though  that  person  may  hold  a  license  by  the  State  Board  of  Medical 
Examiners. 

For  this  reason,  I  do  not  believe  that  the  responses  set  forth  in  the  question- 
naire submitted  by  Clarence  Skrovan,  M.  D.,  meet  the  statutory  standard  of 
an  active  practitioner  of  medicine.  By  the  same  token,  the  response  to  question 
#  9  by  Dr.  Heideman  also  raises  a  question  in  my  mind  as  to  whether  or  not 
he  is  qualified  under  the  terms  of  the  statute.  I  think  that  perhaps  Bryan  and 
I  ought  to  talk  about  this  matter  when  he  has  had  a  chance  to  review  my 
letter. 

Best  regards, 

Sam  V.  Stone,  Jr. 


[Exhibit   12   to  Exhibit  11a] 

Excerpt  From  Supplement  to  House  Journal,  Sixty-Thied  Legislature, 
Regular  Session,  May  24,  1973 :  Text  of  Conference  Committee  Report, 
HB  139  (as  Corrected  by  SCR  119  and  HCR  217)  (Text  of  SCR  119, 
HCR  217,  AND  Governor's  Veto  Proclamation),  State  of  Texas,  1973. 

other  employment  policies  and  provisions 
(Continued) 

*  *  *  or  to  any  citizen,  any  information  or  facts  pertinent  to  the  official 
duties  and  responsibilities  of  the  State  agency  he  represents. 

None  of  the  funds  appropriated  in  this  Act  shall  be  expended  in  payment  of 
the  full  or  partial  .salary  of  any  State  employee  who  is  also  the  paid  lobbyist 
of  any  individual,  firm,  association  or  corporation. 

No  employee  of  any  State  agency  shall  use  any  State-owned  automobile  ex- 
cept on  official  business  of  the  State,  and  such  employees  are  expressly  pro- 
hibited from  using  such  automobile  in  connection  with  any  political  campaign 
or  any  personal  or  recreational  activity. 

None  of  the  moneys  appropriated  by  this  Act  shall  be  paid  to  any  official 
or  employee  who  violates  any  of  the  provisions  of  this  Section. 
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The  head  or  heads  of  each  agency  of  the  State  shall  furnish  each  employee 
of  such  agency  with  a  copy  of  the  three  (3)  paragraphs  immediately  preceding 
this  one,  and  shall  take  a  receipt  therefor  from  each  employee.  The  preceding 
sentence  shall  not  be  construed  to  mean  that  new  receipts  are  to  be  obtained 
each  year  from  continuing  employees  who  have  previously  receipted  for  copies 
of  identical  provisions  prohibiting  political  aid  and  legislative  influence.  The 
receipts  shall  be  kept  accessible  for  public  inspection. 

Sec.  5.  PUBLICITY  OF  INDIVIDUALS  RESTRICTED.  None  of  the  moneys 
appropriated  under  this  Act  shall  be  used  by  any  agency  of  the  State  Govern- 
ment for  the  purpose  of  publicizing  or  directing  attention  to  any  individual 
oflicial  or  employee  of  any  agency  or  the  State  Government. 

It  is  also  provided  that  none  of  the  moneys  appropriated  under  this  Act  shall 
be  used  by  any  agency  of  the  State  Government  for  maintaining  any  publicity 
office  or  department,  or  for  the  employment  of  any  person  who  has  the  title  or 
the  duties  of  a  public  relations  agent,  or  press  agent,  or  for  paying  any  public 
relations  firm  or  agent. 

The  policy  and  restrictions  set  out  in  this  Section  shall  not  be  interpreted 
to  prevent  the  head  of  any  agency  of  the  State,  when  he  deems  it  necessary 
or  desirable  in  the  public  interest,  to  issue  through  any  of  such  agency's  offi- 
cials or  employees  any  statement  or  information  respecting  the  work,  legal 
responsibilities,  or  activities  of  such  agency.  Such  statement  shall  be  issued,  or 
such  information  imparted,  in  the  name  of  the  agency  of  the  State  and  shall 
have  attached  thereto  the  name  of  the  official  or  employee  authorized  to  issue 
the  same. 

It  is  also  provided  that  any  agency  of  higher  education  may  continue  to 
maintain  and  operate  a  news  and  information  service  for  the  benefit  of  the 
public  which  has  been  specifically  authorized  and  approved  by  the  governing 
board  of  such  agency  of  higher  education. 

See.  6.  EMPLOYEE  WORKING  HOURS  AND  HOLIDAYS.  It  is  further  pro- 
vided that  moneys  appropriated  for  salaries  and  wages  in  this  Act  shall  be 
expended  only  in  accordance  with  the  following  conditions  and  limitations,  and 
pursuant  to  Article  5165a,  Vernon's  Civil  Statutes,  as  amended. 

a.  State  offices  shall  remain  open  during  the  noon  hours  each  working  day 
with  at  least  one  person  on  duty  to  accept  calls,  receive  visitors,  or  transact 
business.  The  provisions  of  this  paragraph  shall  not  apply  to  executive  and 
administrative  offices  of  institutions  of  higher  education. 


[Exhibit   13a  to  Exhibit  11a] 

Wichita  County  Medical  Society, 

Wichita  Falls,  Tex.,  Octoher  SO,  1973. 
A.  Bryan  Spires,  Jr.,  M.D., 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Austin,  Tex. 

Dear  Dr.  Spires  :  The  North  Central  Texas  Medical  Foundation  has  been 
established  as  a  non-profit  organization  to  help  improve  medical  practice  in 
this  community.  At  the  present  time,  the  foundation  is  planning  to  run  a 
Family  Planning  Clinic.  In  the  future,  we  plan  to  investigate  the  possibility  of 
employing  medical  doctors  to  do  emergency  room  work  at  the  Wichita  General 
Hospital.  These  doctors  will  be  required  to  have  a  Texas  license  and.  of  course, 
be  under  the  jurisdiction  of  the  Texas  State  Board  of  Medical  Examiners.  We 
also  hope  to  explore  the  possibility  of  forming  some  teaching  program  in  this 
area  which  will  probably  be  affiliated  with  the  Texas  Tech  School  of  Medicine 
in  Lubbock,  Texas. 

All  present  and  future  directors  and/or  trustees  of  our  corporation  shall  be 
persons  licensed  to  practice  medicine  by  the  Texas  State  Board  of  Medical 
Examiners  and  who  are  actively  engaged  in  the  practice  of  medicine  in  Texas 
and  these  doctors  shall  have  been  so  licensed  and  so  occupied  for  a  period  of 
not  less  than  five  (5)  years  immediately  prior  to  becoming  a  trustee  and/or 
director  of  this  corporation. 

We  also  agree  to  submit  to  the  Board  of  such  nnnual  reports  as  the  Texas 
State  Board  of  Medical  Examiners  may  require. 
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If  there  is  any  other  information  concerning  the  North  Central  Texas  Medical 
Foundation,  please  feel  free  to  direct  your  inquiries  to  me. 
Respectfully, 

Eldo  M.  Jones,  M.D.,  President. 

Texas  State  Boabd  of  Medical  Examiners,  Abticles  of  Incorporation 

Name  and  Address:   North  Central  Texas  Medical  Foundation,  1700  Third 

Street,  Wichita  Falls,  Texas  76301. 
Date  Texas  State  Board  of  Medical  Examiners  approved  Certification  Nov. 
9,  1973. 

Date  Secretary  of  State  was  notified  November  12, 1973. 
Checked  by  Mary  Ann  Black  with  Sam  Stone's  approval. 


[Exhibit   13b  to  Exhibit  11a] 

Useda  &  Associates, 
MoAllen  General  Hospital, 
McAllen,  Tex.,  January  17,  197S. 
M.  H.  Crabb,  M.D., 
Seoretarp, 

Texas  State  Board,  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Doctor  Crabb  :  In  answering  your  communication  of  January  8,  1973, 
I  would  gladly  submit  to  you  the  following  statement  regarding  the  purpose, 
intent  and  actual  or  proposed  activities  of  the  Hidalgo  Foundation  for  Medi- 
cal Care. 

The  purpose  clause  of  the  by-laws  and  articles  of  incorporation  are  an  ex- 
tensive recitation  of  defined  broad  purposes  of  our  Foundation  which  are 
mainly  the  following :  Freedom  of  choice  for  patient  and  physician  and  preser- 
vation for  the  physician-patient  relationship,  promotion  of  distribution  of  medi- 
cal and  health  services  in  the  area  served  by  the  Foundation  (Hidalgo  and 
Starr  Counties),  and  protection  of  the  Public  Health.  These  articles  also  in- 
clude negotiation  of  contracts,  supervision  and  management  of  medical  service 
plans,  establishment  of  fair  hearing  procedures  and  maintenance  of  data  on 
all  programs  for  medical  care.  More  deflnely,  this  Foundation  is  to  represent 
the  physician  members  individually  and  collectively  and  it  has  the  ability  to 
speak,  negotiate  and  contract  for  its  voluntary  membership  allowing  it  to  be 
the  advocate  and  bargaining  agent  of  the  physician.  Even  more  specifically,  we 
have  felt  that  improvement  of  medical  services  to  the  indigent  and  to  the 
migrant  in  this  area  are  of  foremost  importance.  Despite  a  myriad  of  govern- 
mental programs,  many  of  the  indigents  and  the  migrants  in  the  lower  Rio 
Grande  Valley,  have  not  received  adequate  medical  care.  At  present,  we  are 
involved  in  negotiations  with  representatives  of  the  OEO  for  a  Foundation 
Plan  to  bring  migrants  and  other  indigents  in  a  pilot  program  into  the  main- 
stream of  medical  care.  In  this  program,  we  have  stressed  the  freedom-of- 
choice  for  patient  and  physician,  preservation  of  physician  relationships  and 
have  resisted  all  attempts  that  we  get  into  any  type  of  activities  resembling 
closed  panel  type  of  medical  services.  If  this  pilot  study  is  successful,  it  is 
estimated  that  over  forty  thou.sand  indigents  and  migrants  in  this  area  may 
be  included  in  future  programs  and  contracts.  We  also  are  interested  in  de- 
veloping physician,  generated  and  controlled,  information  systems  on  the  pri- 
vate practice  of  medicine  and  norms  for  this  nrea.  as  well  as  physician  de- 
veloped guidelines  to  determine  the  quality  of  medical  care  thru  this  pilot 
and  future  programs. 

In  regards  to  the  interrelationship  between  the  Hidalgo  Foundation  for 
Medical  Care  and  the  Texas  Medical  Foundation,  we  feel  that  our  County 
Medical  Foundation  will  identify  local  health  needs  and  services,  develop  pro- 
grams and  activities  and  represent,  negotiate  and  contract  for  its  members  in 
the  area  encompassed  by  our  jurisdiction  subject  to  approval  by  the  State 
Foundation. 

With  best  personal  regards. 
Sincerely  yoiirs, 

DosfiNGO  H.  TJseda.  M.D. 
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Texas  State  Board  of  Medical  Examiners,  Articles  of  Incorporation 
Name  and  Address:  The  Hidalgo  Foundation  for  Medical  Care,  701  South 

Main  Street,  McAllen,  Texas  78501. 
Date    Texas    State    Board    of    Medical    Examiners    approved    Certification 

1/26/73. 

Date  Secretary  of  State  was  notified  1/26/73. 


[Exhibit  14  to  Exhibit   11a] 

Austin,  Tex.,  July  10,  WIS. 
In  re :  Articles  of  Incorporation ;  Texas  Institute  for  Medical  Assessment. 
Charter  Division, 
Secretary  of  State, 
Austin,  Tex. 

Gentlemen  :  Attached  are  duplicate  originals  of  Articles  of  Incorporation  for 
the  above-captioned. 

Also  attached  is  my  check  in  the  amount  of  $25.00  as  filing  fee. 
Sincerely, 

Philip  R.  Overton. 

Enclosures : 

Articles  of  Incorporation 

OF 

Texas  Institute  for  Medical  Assessment 

"We,  the  undersigned  natural  persons  of  the  age  of  twenty-one  (21)  years  or 
more,  at  least  two  of  whom  are  citizens  of  the  State  of  Texas,  acting  as  incor- 
porators of  an  incorporation  under  the  Texas  Non-Profit  Corporation  Act,  do 
hereby  adopt  the  following  Articles  of  Incorporation  for  such  corporation : 

article  one 
The  name  of  ths  corporation  is  Texas  Institute  for  Medical  Assessment. 

ARTICLE   TWO 

The  corporation  is  a  non-profit  corporation. 

ARTICLE  THREE 

The  period  of  its  duration  Is  perpetual. 

ARTICLE  FOUR 

The  purposes  for  which  the  corporation  is  organized  are : 

(a)  To  promote  a  professional  standards  review  organization  and  mechanism 
for  reviewing  the  quality,  quantity,  and  cost  of  medical  care,  and  the  utilization 
of  medical  and  hospital  facilities,  furnished  for  and  in  connection  with  the  treat- 
ment and  care  of  persons  in  hospitals,  nursing  homes,  and  otherwise  in  the 
State  of  Texas  which  are  paid  for  by  public  funds,  as  may  be  required  by  the 
laws  of  the  United  States  or  of  the  State  of  Texas  and  regulations  enacted 
pursuant  thereto,  or  which  may  be  provided  or  paid  for  by  other  medical  or 
hospital  plans  or  programs  in  the  State  of  Texas  which  the  corporation  may 
agree  to  review. 

(b)  To   collect   and   use   information   concerning  such   review   to   encourage 

(c)  To  do  and  perform  all  things  necessary  or  appropriate  for  the  foregoing 
purposes,  and  to  that  end  the  corporation  shall  have  all  of  the  powers  and 
privileges  provided  by  the  laws  of  the  State  of  Texas. 

(d)  To  work  with  and  provide  information  and  assistance  to  the  federal 
government,  the  local  government  and  the  general  public,  chambers  of  commercee, 
agricultural  associations,  trade  unions,  employers  and  employees  associations 
and  other  groups  and  individuals  as  to  the  fair  and  reasonable  cost  of  adequate 
medical  care ;  to  work  in  conjunction  with  the  Texas  Medical  Association  and 
local  county  medical  societies,  the  Texas  Osteopathic  Medical  Association  and 
its  district  organizations,  medical  foundations  and  corporations,  and  individual 
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practicing  physicians,  to  promote  these  purposes  and  the  purposes  of  those  or- 
ganizations, namely ;  the  development  and  promotion  of  the  art  and  science  of 
medicine  and  the  protection  of  public  health ;  to  accept  gifts,  trusts,  and  dona- 
tions ;  and  to  receive  property  by  devise  and  bequests. 

(e)  To  negotiate,  enter  into,  make,  perform,  and  carry  out  contracts  of  every 
kind  for  any  lawful  purpose  with  any  person,  firm,  association,  corporation, 
municipality,  government,  state,  territory,  country  or  other  municipal  or  gov- 
ernment subdivision. 

(f)  To  purchase,  acquire,  own,  hold,  lease  either  as  lessee  or  as  lessor,  sell, 
exchange,  mortgage,  deed  in  trust,  develop,  construct,  maintain,  equip,  operate, 
and  generally  deal  in  real  property  and  other  buildings  and  any  and  all  property 
of  any  and  every  kind  or  description,  whether  real,  personal,  or  mixed.  Subject  to 
Part  Four,  Texas  Miscellaneous  Laws  Act. 

(g)  To  keep,  collect,  maintain,  record  and  preserve  records  and  statistical 
information  of  all  its  members  as  the  same  relate  to  all  programs  for  medical 
care  and  the  purposes  of  this  corporation ;  and  to  disseminate  and  make  avail- 
able the  same  to  all  parties  concerned  with  the  general  health  and  welfare  of 
the  public. 

(h)  From  time  to  time  to  apply  for,  purchase,  acquire,  transfer,  or  otherwise 
exercise,  carry  out,  and  enjoy  any  benefit,  right,  privilege,  prerogative,  or 
power  conferred  by,  acquired  under,  or  granted  by  any  statute,  ordinance,  order, 
license,  power,  authority,  franchise,  commission,  right,  or  privilege  which  any 
government  or  authority  or  governmental  agency  or  corporation  or  other  public 
body  may  be  empowered  to  enact,  make,  or  grant. 

(i)  To  perform  and  carry  on  any  activity  whatsoever  which  this  corporation 
may  deem  proper  or  convenient  in  connection  with  any  of  the  foregoing  pur- 
poses or  otherwise,  or  which  may  be  calculated  directly  or  indirectly  to  promote 
the  interests  of  this  corporation  or  to  enhance  or  further  the  accomplishment 
of  any  of  its  powers,  purposes,  and  objects ;  to  conduct  its  business  in  this  state, 
and  in  other  states,  and  in  the  District  of  Columbia,  the  territories  and  colonies 
of  the  United  States,  and  in  foreign  countries ;  and  to  hold,  purchase,  mortgage, 
and  convey  real  and  i^rsonal  property  either  in  or  out  of  the  State  of  Texas, 
and  to  have  and  to  exercise  all  the  powers  conferred  by  the  laws  of  the  State 
of  Texas  upon  corporations  formed  under  the  laws  pursuant  to  and  under 
the  laws  of  the  State  of  Texas  upon  corporations  formed  under  the  laws  pur- 
suant to  and  under  which  this  corporation  is  formed,  as  such  laws  are  now 
in  effect  or  may  at  any  time  hereafter  be  amended. 

(j)  To  carry  out  all  or  any  part  of  the  foregoing  objects  and  purposes  as 
principal,  agent,  or  otherwise,  either  along  or  in  conjunction  with  any  person, 
firm,  association,  or  other  corporations  and  in  any  part  of  the  world ;  and  for 
the  purpose  of  attaining  or  furthering  any  of  its  objects  or  purposes,  to  make 
and  perform  such  contracts  of  any  kind  and  description,  to  do  such  acts  and 
things,  and  to  exercise  any  and  all  such  powers,  as  a  natural  person  could 
lawfully  make,  perform,  do,  or  exercise,  provided  that  the  same  shall  not  be 
inconsistent  with 

The  foregoing  statement  of  purposes  shall  be  construed  as  a  statement  of 
both  purposes  and  powers,  and  the  purposes  and  powers  stated  in  each  clause 
shall,  except  where  otherwise  expressed,  be  in  no  way  limited  or  restricted  by 
reference  to  or  inference  from  the  terms  or  provisions  of  any  other  clause,  but 
shall  be  regarded  as  independent  purposes. 

ARTICLE  FIVE 

The  street  address  of  the  initial  registered  oflice  of  the  corporation  is  1801 
North  Lamar  Boulevard,  Austin,  Texas  78701,  and  the  name  of  the  initial 
registered  agent  at  such  address  is  C.  Lincoln  Williston. 

ARTICLE    SIX 

The  number  of  directors  constituting  the  initial  Board  of  Directors  of  the 
corporation  is  seven  (7)  and  the  names  of  the  i^ersons  who  are  to  serve  as 
initial  Directors  are:  John  M.  Smith,  Jr.,  M.D..  110  El  Prado  Drive  West,  San 
Antonio,  Texas :  N.  L.  Barker,  M.D.,  Post  Office  Box  10,  Paris,  Texas ;  Joe  T. 
Nelson.  M.D.,  201  South  Waco.  Weatherford,  Texas;  Sam  N.  Key,  Jr.,  M.D., 
1301  West  38th  Street,  Austin,  Texas ;  Charles  W.  Yates,  M.D.,  2611  Avenue  G, 
Rosenberg,  Texas :  Don  G.  Harrel,  M.D.,  1414  Stemmons  Avenue,  Dallas,  Texas ; 
and  R.  Harvey  Bell,  M.D.,  Post  Office  Drawer  279,  Palestine,  Texas. 
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ARTICLE  SEVEN 

The  name  and  street  address  of  each  incorporator  is:  John  M.  Smith,  Jr., 
M.D.,  110  El  Prado  Drive  "West,  San  Antonio,  Texas;  Sam  N.  Key,  Jr.,  M.D., 
1301  West  38th  Street,  Austin,  Texas;  and  R.  Harvey  Bell,  M.D.,  Post  Office 
Drawer  279,  Palestine,  Texas. 

ARTICLE  EIGHT 

Upon  the  dissolution  of  the  corporation,  the  Board  of  Directors  shall,  after 
paying  or  making  provision  for  the  payment  of  all  of  the  liabilities  of  the 
corporation,  dispose  of  all  of  the  assets  of  the  corporation  exclusively  for  the 
purposes  of  the  coriwration  in  such  manner,  or  to  such  organization  or  organiza- 
tionns  organized  and  operated  exclusively  for  charitable,  educational,  religious, 
or  scientific  purposes  as  shall  at  the  time  qualify  as  an  exempt  organization  or 
organizations  under  section  501  (c)  (3)  of  the  Internal  Revenue  Code  of  1954 
(or  the  corresponding  provision  of  any  future  United  States  Internal  Revenue 
Law),  as  the  Board  of  Directors  shall  determine.  Any  such  assets  not  so  dis- 
posed of  shall  be  disposed  of  by  the  District  Court  of  the  county  in  which  the 
principal  office  of  the  corporation  is  then  located,  exclusively  for  such  purposes 
or  to  such  organization  or  organizations,  as  said  Court  shall  determine,  which 
are  organized  and  operated  exclusively  for  such  purposes. 

In  witness  whereof,  we  have  hereunto  set  our  hands  this  the  5th  day  of 
July,   A.D.,   1973. 

John  M.  Smith,  Jr.,  M.D. 

Sam  N.  Key,  Jr.,  M.D. 

R.  Harvey  Bell,  M.D. 

THE  STATE  OF  TEXAS, 

County  of  Travis,  ss: 

I,  Mary  Jones,  a  Notary  Public,  do  hereby  certify  that  on  the  9th  day  of 
July,  1973,  personally  appeared  John  M.  Smith,  Jr.,  M.D.,  who  being  by  me 
first  duly  sworn,  declared  that  he  is  one  of  the  persons  who  signed  the  fore- 
going document  as  Incorporators,  and  that  the  statements  therein  contained 
are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Mary  Jones, 
Notary  Public  in  and  for  Bexar  County,  Texas. 

THE  STATE  OF  TEXAS, 

County  of  Travis,  ss: 

1,  Mary  Jones,  a  Notary  Public,  do  hereby  certify  that  on  the  9th  day  of 
July,  1973,  personally  appeared  Sam  N.  Key,  Jr.,  M.D.,  who  being  by  me  first 
duly  sworn,  declared  that  he  is  one  of  the  persons  who  signed  the  foregoing 
document  as  Incorporators,  and  that  the  statements  therein  contained  are  true. 
In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Mary  Jones, 
Notary  Public  in  and  for  Travis  County,  Texas. 

THE  STATE  OF  TEXAS, 

County  of  Anderson,  ss: 

I,  Jack  Herrington,  a  Notary  Public,  do  hereby  certify  that  on  the  5th  day 
of  July,  1973,  personally  appeared  R.  Harvey  Bell,  M.D.,  who  being  by  me  first 
duly  sworn,  declared  that  he  is  one  of  the  persons  who  signed  the  foregoing 
document  as  Incorporators,  and  that  the  statements  therein  contained  are  true. 
In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Jack  Herrington, 
Notary  Public  in  and  for  Anderson  County,  Texas. 

Articles  of  Incorporation 

OF 

The  Central  Texas  Medical  Foundation 

We,  the  undersigned  natural  persons  of  the  age  of  twenty-one  (21)  years 
or  more,  at  least  two  of  whom  are  citizens  of  the  State  of  Texas,  acting  as 
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incorporators  of  an  incorporation  under  the  Texas  Non-Profit  Corporation  Act, 
do  hereby  adopt  the  following  Articles  of  Incorporation  for  such  corporation : 

ARTICLE  ONE 

The  name  of  the  corporation  is  The  Central  Texas  Medical  Foundation. 

ARTICLE  TWO 

The  corporation  is  a  non-profit  corporation. 

ARTICLE  THREE 

The  period  of  its  duration  is  perpetual. 

ARTICLE   FOUR 

The  purposes  for  which  the  corporation  is  organized  and  its  powers  are: 

(a)  To  promote,  develop,  define  and  encourage  medical  education  and  the 
distribution  of  medical  health  services  and  care  by  its  members  to  the  people 
of  Travis  County  and  the  Central  Texas  area ;  to  protect  the  public  health ;  to 
provide  for  the  delivery  of  medical  and  health  care ;  to  work  and  study  with  all 
legally  constituted  agencies  and  plans ;  to  upgrade  and  sustain  good  medical 
care.  To  work  with  legally  constituted  governmental  agencies  and  the  general 
public,  and  with  its  legal  representatives,  employers  and  employees  associations 
and  other  groups  and  individuals  as  to  the  availability  of  adequate  medical  care ; 
to  work  in  conjunction  with  the  Travis  County  Medical  Society  and  other  so- 
cieties and  associations,  dedicated  to  the  betterment  of  health  care;  to  promote 
these  purposes  and  the  purposes  to  those  ol-ganizations  namely  the  development 
the  protection  of  public  health ;  to  accept  gifts,  trusts,  and  donations ;  and  to 
receive  property  by  devise  and  bequests. 

(b)  To  supervise,  manage  and  administer  for  its  members,  any  medical, 
health,  educational  and  service  plans  which  involve,  but  are  not  limited  to  health 
and  medical  services  under  group  insurance  policies  or  contracts,  medical  or 
hospital  service  agreements,  membership  or  subscription  contracts  and  other 
similar  group  arrangements. 

(c)  To  foster,  encourage  and  coordinate  the  establishment  of  uniform  stan- 
dards of  medical  care  and  health  services  amongst  other  similar  foundations. 

(d)  To  establish  for  and  on  behalf  of  its  members  and  the  general  public  a 
standard  uniform  procedure  and  schedule  by  which  any  individual  receiving 
medical  or  health  service  and  care  will  have  the  opportunity  of  a  fair  hearing 
or  any  dispute  or  grievance  in  relation  thereto. 

(e)  To  keep,  collect,  maintain,  record  and  preserve  records  and  statistical 
information  of  all  its  members  as  the  same  may  relate  to  all  programs  for  medi- 
cal care  and  the  purposes  of  this  foundation. 

(f)  To  negotiate,  enter  into,  make,  perform,  and  carry  out  contracts  of  every 
kind  for  any  lawful  purpose  with  any  person,  firm,  association,  corporation, 
municipality,  government,  state,  territory,  country  or  other  municipal  or  govern- 
ment subdivision. 

(g)  To  purchase,  acquire,  own,  hold,  lease  either  as  lessee  or  as  lessor,  sell, 
exchange,  mortgage,  deed  in  trust,  develop,  construct,  maintain,  equip,  operate, 
and  generally  deal  in  real  property  and  other  buildings  and  any  and  all  property 
of  any  and  every  kind  or  description,  whether  real,  personal,  or  mixed.  Subject 
to  Part  Four.  Texas  Miscellaneous  Laws  Act. 

^  ^  i^  H:  ^ 

(i)  To  perform  and  carry  on  any  activity  whatsoever  which  this  foundation 
may  deem  proper  or  convenient  in  connection  with  any  of  the  foregoing  pur- 
poses, or  which  may  be  calculated  directly  or  indirectly  to  promote  the  inter- 
ests of  this  foundation  or  to  enhance  or  further  the  accomplishment  of  any  of  its 
powers,  purposes,  and  objects :  to  conduct  its  business  in  this  state,  and  in  other 
states,  and  in  the  District  of  Columbia,  the  territories  of  the  United  States,  and 
in  foreign  countries ;  and  to  hold,  purchase,  mortgage,  and  convey  real  and  per- 
sonal property  either  in  or  out  of  the  State  of  Texas,  and  to  have  and  to  exer- 
cise all  the  powers  conferred  by  the  laws  of  the  State  of  Texas  upon  corpora- 
tions formed  under  the  laws  pursuant  to  and  under  which  this  corporation 
is  formed,  as  such  laws  are  now  in  effect  or  may  at  any  time  hereafter  be 
amended. 
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(j)  To  carry  out  all  or  any  part  of  the  foregoing  objects  and  purposes  as 
principal,  agent,  or  otherwise,  either  alone  or  in  conjunction  with  any  person, 
firm,  association,  or  other  corporations  and  in  any  part  of  the  world ;  and  for 
the  purpose  of  attaining  or  furthering  any  of  its  objects  or  purposes,  to  make 
and  perform  such  contracts  of  any  kind  and  description,  to  do  such  acts  and 
things,  and  to  exercise  any  and  all  such  powers,  as  a  natural  person  could 
lawfully  make,  perform,  do,  or  exercise,  provided  that  the  same  shall  not  be  in- 
consistent with  the  laws  of  the  State  of  Texas. 

The  foregoing  statements  of  purposes  shall  be  construed  as  a  statement  of 
both  purposes  and  powers,  and  the  purpose  and  powers  stated  in  each  clause 
shall,  except  where  otherwise  expressed,  be  in  no  way  limited  or  restricted 
by  reference  to  or  inference  from  the  terms  or  provisions  of  any  other  clause,  but 
shall  be  regarded  as  independent  purposes. 

AKTICLE  FIVE 

*  *  *  is  4300  North  Lamar  Boulevard,  Austin,  Texas  78756,  and  the  name  of 
the  initial  registered  agent  at  such  address  is  John  N.  Kemp. 

ARTICLE    SIX 

The  number  of  trustees  shall  not  be  less  than  nine  (9)  nor  more  than  seven- 
teen (17).  The  number  of  trustees  constituting  the  initial  Board  of  Trustees 
of  the  Corporation  is  twelve  (12)  and  the  names  of  the  persons  who  are  to 
serve  as  initial  Trustees  are:  Darrell  B.  Faubion,  M.D.  -  105  Medical  Park 
Tower,  Austin,  Texas ;  Hardy  E.  Thompson,  M.D.  -  910  West  19th  Street,  Austin, 
Texas ;  Grover  L.  Bynum,  M.D.  -  601  Medical  Park  Tower,  Austin,  Texas ;  H.  S. 
Arnold,  M.D.  -  1010  West  40th  Street,  Austin,  Texas  ;  Robert  A.  Dennison,  M.D.  - 
102  Medical  Park  Tower,  Autsin,  Texas ;  Robert  F.  Ellzey,  M.D.  -  113  Medical 
Park  Tower,  Austin,  Texas ;  Sam  N.  Key,  Jr.,  M.D.  -  606  Medical  Park  Tower, 
Austin,  Texas ;  Morris  D.  McCauley,  M.D.  -  706  West  19th  Street.  Austin,  Texas ; 
G.  Clifford  Thorne,  M.D.  -  #12  Medical  Arts  Square,  Austin,  Texas ;  Albert  F. 
Vickers,  M.D.  -  1301  Nueces,  Austin,  Texas ;  John  R.  Rainey,  Jr.,  M.D.  -  #8 
Medical  Arts  Square,  Austin,  Texas ;  and  James  M.  Graham,  M.D.  -  202  Medi- 
cal Park  Tower,  Austin,  Texas. 

ARTICLE  SEVEN 

The  name  and  street  address  of  each  incorporator  is :  Darrell  B.  Faubion, 
M.D.  -  105  Medical  Park  Tower,  Austin,  Texas ;  Hardy  E.  Thompson,  M.D.  -  910 
West  19th  Street,  Austin,  Texas ;  and  Grover  L.  Bynum,  M.D.  -  601  Medical  Park 
Tower,  Austin,  Texas. 

ARTICLE  EIGHT 

This  Foundation  shall  conduct  and  carry  on  its  business  without  profit  to 
itself  or  to  its  members,  or  any  class  thereof.  No  member  shall,  by  reason  of 
membership  herein,  be  or  become  entitled  to  any  time  to  receive  any  assets,  prop- 
erty, income,  or  earnings  from  the  Foundation  or  to  profit  therefrom  in  any 
manner. 

ARTICLE    NINE 

In  case  of  the  liquidation,  dissolution,  or  winding  up  of  the  corporation, 
whether  voluntary  or  involuntary,  or  by  operation  of  law,  the  assets  and  prop- 
erties of  the  corporation  shall  be  distributed  and  disposed  of  *  *  *. 

Darrell  B.  Faubion,  M.D. 

Hardy  E.  Thompson,  M.D. 

Grover  L.  Bynum,  M.D. 

THE  STATE  OF  TEXAS, 

County  of  Travis,  ss: 

I,  Harriett  K.  Clark,  a  Notary  Public,  do  hereby  certify  that  on  the  2nd  day 
of  May,  1972,  personally  appeared  Darrell  B.  Faubion,  M.D.,  who  being  by  me 
first  duly  sworn,  declared  that  he  is  the  person  who  signed  the  foregoing  docu- 
ment as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Harriett  K.  Clark, 
Notary  PuhJic  in  and  for  Travis  County,  Texas. 
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THE  STATE  OF  TEXAS, 

County  of  Travis,  ss: 

I,  Harriett  K.  Clark,  a  Notary  Public,  do  hereby  certify  that  on  the  2nd  day 
of  May,  1972,  personally  appeared  Hardy  E.  Thompson,  M.D.,  who  being  by  me 
first  duly  sworn,  declared  that  he  is  the  person  who  signed  the  foregoing  docu- 
ment as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Haeeiett  K.  Clark, 
Notary  Public  in  and  for  Travis  County,  Texas. 

THE  state  of  TEXAS, 

County  of  Travis,  ss: 

I,  Harriett  K.  Clark,  a  Notary  Public,  do  hereby  certify  that  on  the  2nd  day 
of  May,  1972,  personally  appeared  Grover  L.  Bynum,  M.D.,  who  being  by  me 
first  duly  sworn,  declared  that  he  is  the  person  who  signed  the  foregoing  docu- 
ment as  Incorporator,  and  that  the  statements  therein  contained  are  true. 

In  witness  whereof,  I  have  hereunto  set  my  hand  and  seal  the  day  and  year 
above  written. 

Harriett  K.  Ct.aek, 
Notary  PuMic  in  and  for  Travis  County,  Texas. 

Texas  Medical  Association, 

Austin,  Tex.,  May  1,  1972. 
Hon.  Bob  Bullock, 
Secretary  of  State, 
State  of  Texas, 
Austin,  Tex. 

Dear  Me.  Bullock  :  As  the  registered  agent  for  the  Texas  Medical  Founda- 
tion, may  we  report  that  the  Texas  Medical  Association  has  no  objection  to  the 
issuing  of  a  non-profit  charter  to  the  "Central  Texas  Medical  Foundation." 
We  extend  our  best  wishes. 
Cordially  yours, 

C.  Lincoln  Williston, 

Executive  Secretary. 


[Exhibit  15  to  Exhibit  11a] 

State  Boaed  of  Insueance,  Guidelines  for  the  Foemation  and  Opeeation  of 
Peepaid  Compeehensive  Health  Care  Plans 

Section  1.  Purpose. 

The  citizens  of  Texas  are  presently  faced  with  the  increasing  complexity  of 
health  care  systems,  multi-jurisdictional  health  regulations  and  the  spiraling 
costs  of  health  care.  Current  health  insurance  policies  are,  at  times,  filled  with 
gaps,  limitations  and  exclusions. 

These  situations  have  made  it  increasingly  diflBcult  to  obtain  physician  and 
medical  services,  as  well  as  satisfactory  financial  services  to  spread  risks  and 
costs. 

The  State  Board  of  Insurance  is  dedicated  to  the  principle  that  the  citizens 
of  Texas  deserve  the  best  possible  chance  for  healthy  life  and  is  determined 
to  make  fundamental  improvements  in  the  health  insurance  industry. 

The  State  Board  of  Insurance,  also  mindful  of  its  obligations  to  the  citizens 
of  Texas  to  protect  and  regulate  forms  of  business  enterprise  that  have  sig- 
nificant risk  spreading  characteristics,  recognizes  that  there  is  a  public  demand 
and  need  for  prepaid  comprehen.sive  health  care  plans. 

The  prime  aim  of  these  plans  is  to  establish  a  comprehensive  health  organiza- 
tion that  will  provide  a  wide  spectrum  of  health  care  and  will  also  assure 
the  availability  of  that  care  when  needed  and  provide  a  means  of  spreading 
the  risk  and  cost  of  that  care  over  sufficient  persons  and  time  to  make  the 
burdens  reasonable.  At  the  same  time,  the  Board  desires  to  protect  the  pro- 
fessional rights  of  providers  and  open  to  them  new  opportunities  for  pro- 
fessional growth. 

In  order  to  establish  organizations  to  make  this  form  of  a  health  care  avail- 
able to  Texans  who  want  it,  the  Board  proposes  a  plan  to  involve  the  com- 
bining of  enterprises. 
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The  nucleus  of  this  plan  is  two  separate  bilateral  contracts,  one  contract 
between  the  insurer  and  the  enrollees.  (or  their  representative)  and  another 
contract  between  the  enrollees  (or  their  representative)  and  the  providers. 

The  program  guidelines  take  into  consideration  constitutional  and  statutory 
principles  forbidding  combinations  of  capital  and  skill  that  effect  a  discour- 
agement of  competition.  They  are  designed  to  protect  the  traditional  doctor- 
patient  relationship  and  to  separate  the  medical  aspects  of  health  care  from 
the  risk-sharing  factors  of  health  insurance. 

The  State  Board  of  Insurance  stands  ready  and  willing  to  extend  regulatory 
cover  to  prepaid  comprehensive  health  care  plans  to  the  extent  of  protecting 
solvency  by  having  the  funding  and  basic  solicitation  for  such  plans  handled 
by  insurers  under  the  following  .specific  guidelines. 

Stipulating  that  an  unrestricted  prepaid  health  care  plan  cannnot  be  au- 
thorized in  Texas  at  this  time,  the  following  guidelines  undertake  to  provide  not 
only  regulations  for  insurers  but  also  a  pattern  v?ithin  which  a  prepaid  compre- 
hensive health  care  plan  can  operate  in  order  to  comply  with  the  existing  spec- 
trum of  state  law  applicable  to  such  plans. 

Section  2.  Scope. 

The  following  guidelines  developed  by  the  State  Board  of  Insurance  in  con- 
sultation with  other  officials  cover  the  identification  and  operation  of  prepaid 
comprehensive  health  care  plans  to  the  extent  such  plans  are  considered  to  be 
lawful.  These  guidelines  do  not  contemplate  nor  do  they  provide  for  exemption 
from  the  force  or  operation  of  any  law  or  lawful  regulation  except  to  the  extent 
that  public  regulation  as  herein  set  out  provides  such  exemption. 

Section  3.  Repeal. 

These  guidelines  do  not  repeal  any  known  prior  guideline,  rule,  memorandum, 
bulletin,  directive  or  published  opinion  on  this  subject  matter.  If  such  prior  item 
exists  and  is  in  conflict  with  these  guidelines,  it  is  repealed  or  voided  to  the 
extent  of  such  conflict  with  the  operation  of  these  guidelines. 

Section  4.  Definitions. 

1.  "Group  of  Persons"  means  the  following: 

(a)  The  employees  of  a  common  or  one  controlling  employer  or  any  organiza- 
tion of  same  holding  a  permit  under  Article  14.117  of  the  Insurance  Code. 

(b)  The  members  of  a  labor  union  or  federated  union. 

(c)  The  members  of  a  lawful  agricultural  cooperative. 

(d)  The  members  of  a  non-profit  membership  corporation  organized  under 
the  Texas  Non-Profit  Corporation  Act  (or  similar  act  of  another  jurisdiction) 
organized  for  the  purix)se  of  providing  a  prepaid  comprehensive  health  care  plan. 

(e)  Those  persons  who  are  recipients  of  medical  benefits  by  and  through  a 
particular  agency  or  entity  of  the  state  or  federal  government. 

(f)  Employees  of  a  particular  agency  of  the  state,  its  subdivisions,  or  federal 
government. 

2.  "Insurer"  means  any  organization  or  entity  that  under  the  provisions  of 
the  Insurance  Code  is  authorized  to  underwrite  contracts  of  insurance  for  medi- 
cal expenses. 

3.  "Participant"  means  an  individual  who  has  been  enrolled  or  otherwise 
becomes  a  member  of  a  prepaid  comprehensive  health  care  plan. 

4.  "Prepaid  comprehensive  health  care  plan"  means  an  arrangement  or  ar- 
rangements whereby  a  group  of  persons  contract  to  receive  on  a  prepaid  basis 
a  comprehensive  group  of  health  care  services  from  insurers  and  providers. 

5.  "Provider"  means  any  physician,  dentist,  hospital  or  other  organization, 
institution  or  person  which  is  licensed  or  otherwise  authorized  in  this  state  to 
furnish  health  care  services. 

Section  5.  Insurer. 

1.  Under  the  provisions  of  Article  1.24  of  the  Insurance  Code,  every  insurer 
knowingly  providing  in  the  State  of  Texas  services  to  a  prepaid  comprehensive 
health  care  plan  is  required  before  or  at  the  time  of  initiating  such  services 
to  provide  a  letter  of  notice  to  the  State  Board  of  Insurance  identifying  the 
group  of  persons  concerned  by  name  and  location  of  their  employer,  cooperative 
association,  corporation,  governmental  body  or  union  and  to  provide  the  form 
number  of  any  contract  of  insurance  or  to  designate  any  partciular  part  of  its 
plan  of  operation  involved,  together  with  any  other  information  required  by 
these  guidelines. 

2.  No  insurer  shall  engage,  conspire,  or  otherwise  act  or  limit,  or  cause  to  be 
limited  the  performance  and  dispensing  of  health  care  services  to  any  particu- 
lar school  or  type  of  licensed  practitioner  of  the  medical  arts. 
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3.  The  insurer  shall  embody  all  contractual  arrangements  forming  the  part  of 
its  participation  in  a  prepaid  comprehensive  health  care  plan  in  its  insurance  or 
service  contract  which  is  filed  with  the  State  Board  of  Insurance  or  it  shall 
file  such  parts  of  its  contractual  arrangements  with  the  State  Board  of  Insur- 
ance that  are  not  part  of  its  insurance  or  plan  of  oiJeration  as  supplemental 
material  to  its  required  filing.  Each  insurer  is  requested  to  provide  to  the  State 
Board  of  Insurance  a  copy  of  all  provider  contracts  coming  into  its  possession 
or  to  which  it  has  access. 

4.  No  insurer  shall  by  contract,  or  otherwise,  act  in  such  a  manner  as  to  bind 
itself  to  the  exclusive  use  of  any  particular  providers  or  to  restrict  its  solicita- 
tion or  servicing  to  participants  of  only  certain  providers.  An  insurer  may  in  its 
solicitation  of  a  group  of  persons  relate  the  existence  of  providers  that  are  known 
to  it  to  be  willing  to  contract  with  the  group  of  persons  for  the  providing  of 
health  care  services.  The  insurer  in  its  solicitation  shall  not  undertake  to  explain 
the  exact  services  offered  by  a  provider,,  the  cost  of  such  services  or  the  advan- 
tages or  disadvantages  of  using  any  particular  provider.  The  insurer  shall  leave 
the  choice  of  provider  exclusively  to  negotiation  between  the  group  of  persons 
or  its  representative  and  the  provider.  In  the  development  of  its  product,  the 
insurer  shall  be  free  to  conduct  programs  for  the  exclusive  viewing  or  divulging 
to  providers  of  the  benefits  of  such  providers  entering  into  prepaid  comprehensive 
health  care  plans.  An  insurer  may  enter  into  communication  with  a  provider 
in  regard  to  the  exact  terms  of  a  particular  prepaid  comprehensive  health  care 
plan  only  after  the  group  of  persons  or  their  representative  have  designated  the 
use  of  a  particular  provider. 

5.  The  insurance  contract  or  plan  of  operation  shall  conform  to  the  follow- 
ing matters : 

(a)  The  arrangement  shall  not  provide  for  the  services  of  the  insurer  without 
bilateral  renegotiation  or  renewal  for  a  period  of  longer  than  one  year. 

(b)  The  insurer  shall  have  under  appropriate  cost  and  profit  formula  the 
right  to  adjust  premiums  during  the  term  of  the  contract  each  six  months  or 
more  often. 

(c)  The  contract  shall  provide  for  the  payment  of  benefits  to  each  provider 
used  by  a  person  within  the  group  at  the  time  a  participant  uses  services  and  it 
may  provide  for  the  payment  of  fees  on  a  capitation  basis,  but  in  the  use  of 
capitation  as  a  means  of  payment,  the  length  of  the  time  period  such  a  fee  covers 
shall  not  exceed  three  months  and  no  capitation  fees  may  be  provided  to  be 
paid  at  a  time  more  than  two  weeks  in  advance  of  the  time  period  for  which  the 
capitation  fee  is  made. 

(d)  The  insurance  contract  shall  provide  for  those  groups  of  persons  that 
are  employees  of  a  common  employer  or  one  controlling  employer,  a  public  em- 
ployer or  the  recipient  of  medical  benefits  from  a  public  agency  for  no  individual 
right  of  rejection  from  coverage  for  health  reasons. 

(e)  No  provision  of  the  insurance  contract  or  other  contract  shall  place  on 
any  provider  any  insurance  risk.  (This  provision  shall  not  be  deemed  to  affect 
any  formula  governing  the  amount  of  any  capitation  or  use  fee.) 

(f )  Each  contract  shall  provide  a  clear  designation  of  what  constitutes  serv- 
ices because  of  accidental  injury  or  illness  for  which  indemnity  will  be  given 
because  the  participant  is  not  accessible  to  facilities  covered  by  a  capitation 
fee  arrangement. 

(g)  No  contract  shall  agree  to  pay  any  provider  for  services  such  provider 
cannot  itself  lawfully  perform  except  that  a  non-profit  corporation  coming  within 
the  provisionsof  Article  4509a  of  the  Revised  Civil  Statutes  may  receive  fees  for 
the  lawful  services  performed  by  a  physician. 

(h)  Each  contract  shall  be  so  drawn  that  any  benefit  that  would  be  payable 
under  the  terms  of  the  contract  because  of  services  rendered  by  a  provider  under 
contract  with  a  group  of  persons  will  also  be  available  without  penalty  when  such 
services  are  rendered  by  a  provider  not  under  contract  with  a  group  of  persons. 

6.  Any  insurer  participating  in  a  prepaid  comprehensive  health  care  plan  shall 
at  the  time  of  entering  into  such  plan  have  prepared  an  actuarial  analysis  of  its 
initial  rate  of  premium  or  premiums  and  revisions  thereto  which  analysis  shall 
be  provided  to  the  State  Board  of  Insurance  at  any  time  it  requests  it  (up  to 
a  period  of  five  years  from  initial  participation). 

7.  Any  insurer  entering  into  a  prepaid  comprehensive  health  care  plan  that  has 
at  the  time  of  such  entry  a  policyholders  surplus  of  less  than  one  million  dollars 
shall  15  days  prior  to  such  entry  file  with  the  State  Board  of  Insurance  a  correct 
summary  of  its  aiithorized  reinsurance  program  applicable  to  the  liabilities  to 
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be  incurred  under  the  said  plan  giving  the  name  of  the  reinsurers,  the  extent 
of  their  assumption  of  risk  and  the  cost  of  such  reinsurance.  No  such  insurer 
shall  enter  into  a  prepaid  comprehensive  health  care  plan  without  a  reinsurance 
program  adequate  to  protect  its  solvency. 

Section  6.  Provider. 

1.  No  provider  under  contract  with  a  group  of  persons  shall  undertake  to 
collect  funds  directly  from  a  group  of  persons  or  individuals  under  a  prepaid 
comprehensive  health  care  plan  except  for  services  that  are  rendered  that  are 
not  covered  by  such  a  plan  or  for  services  to  an  individual  when  a  specified  use 
fee  is  provided  by  the  plan.  Such  payments  of  use  fees  shall  not  be  on  a  pre- 
paid basis. 

2.  Each  provider  shall  include  all  the  services  to  be  rendered  under  a  pre- 
paid comprehensive  health  care  plan  and  the  consideration  therefor  in  a  contract 
with  the  group  of  persons  who  are  participants  or  with  their  representatives.  No 
agreement  for  the  providing  of  such  services  shall  delegate  to  or  imply  that  the 
group  of  persons  who  are  the  participants  are  themselves  the  performers  of  such 
services  and  no  such  contract  shall  contain  any  arrangement  to  bar  or  inhibit 
the  statutory  or  common  law  liability  of  a  provider  to  its  patient  nor  shall  such 
contract  undertake  to  determine  the  advice,  method  of  treatment  or  diagnosis 
or  quality  of  supplies  or  facilities  to  be  prescribed  or  advised  as  medically  neces- 
sary for  the  treatment  of  any  particular  participant.  Such  contracts  shall  recog- 
nize the  duty  a  provider  owes  to  each  participant  to  treat  him  under  recognized 
medical  standards  of  health  care,  particularly  those  medical  standards  that  apply 
to  the  doctor-patient   relationship. 

3.  No  provider  shall  by  contract  or  otherwise  act  in  such  a  manner  as  to  bid 
itself  to  the  exclusive  use  of  any  particular  insurers  or  restrict  its  rendering 
of  services  to  participants  of  only  certain  insurers.  A  provider  may  in  its  dis- 
cussion of  the  rendering  of  services  to  a  group  of  persons  relate  the  existence 
of  insurers  that  are  known  to  it  to  be  willing  to  contract  with  the  group  of  per- 
sons for  the  providing  of  insurance.  The  provider  shall  not  in  its  relating  of  the 
services  it  offers,  undertake  to  explain  the  exact  provisions  of  the  insurance 
contract,  the  rate  of  premiums  therefor  or  the  advantages  or  disadvantages  of 
using  any  particular  insurer.  The  provider  shall  leave  the  choice  of  insurer 
exclusively  to  solicitation  and  negotiation  between  the  group  of  persons  or  its 
representative  and  the  insurer.  A  provider  may  make  inquiry  into  the  avail- 
ability of  any  authorized  insurer  to  undertake  the  issuance  of  an  insurance  con- 
tract as  part  of  a  prepaid  comprehensive  health  care  plan. 

4.  The  contract  shall  provide  for  a  committee  or  governing  body  elected  ex- 
clusively from  the  physicians  that  are  providers  which  shall  initiate  and  main- 
tain records  and  procedures  for  the  periodic  review  of  services  of  physicians 
rendered  to  the  participants  and  for  examination  into  any  grievances  lodged 
against  the  performance  or  providing  of  any  particular  services  or  activities 
of  any  physicians. 

5.  No  provider  shall  assume  any  insurance  risk  or  undertake  by  contract  or 
otherwise  to  hold  itself  out  as  an  insurer. 

Section  7.  Participants. 

1.  Any  participant  shall  have  the  right  of  access  during  normal  business  hours 
to  all  records  of  the  financial  transactions  under  the  contract  or  plans  of  opera- 
tion with  the  insurers  or  providers  and  he  shall  have  access  to  medical  records 
pertaining  to  his  treatment,  to  those  for  whom  the  participant  is  a  natural  or 
qualified  guardian  and  those  for  whom  he  has  specific  written  authority  to 
inspect. 

2.  Any  participant  that  is  a  member  of  a  group  of  persons  that  is  not  a 
labor  union,  membership  corporation  or  cooperative  shall  designate  in  writing 
his  employer  or  other  person  as  his  representative  to  contract  for  and  in  his 
behalf  for  the  providing  of  services,  facilities  and  supplies  from  the  provider. 

3.  Every  participant  in  a  group  of  persons  that  is  a  labor  union,  membership 
corporation  or  cooperative  shall  have  the  right  to  participate  in  the  election 
of  a  majority  of  the  governing  body  that  sets  the  fiscal  affairs,  membership 
policy,  administration  and  scope  of  operation  of  the  plan. 

4.  Every  group  of  persons  shall  provide  a  mechanism  whereby  all  partici- 
pants and  providers  are  furnished  a  method  of  review  of  complaints  of  opera- 
tion of  the  plan  other  than  those  provided  for  by  item  5  of  Section  6  of  these 
guidelines. 
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5.  No  group  of  persons  shall  imply  or  state  that  it  is  either  an  insurer  or 
that  it  is  the  performer  of  any  health  care  services. 

Section  8.  Information  to  Particnmnts. 

1.  At  the  point  of  entry  of  each  participant  into  a  prepaid  comprehensive 
health  care  plan  he  shall  be  provided  with  an  accurate  statement  or  summary 
of  the  rights  and  duties  relative  to  his  participation  in  such  plan. 

2.  Such  statement  or  summary  may  be  in  the  form  of  separate  instruments 
provided  by  insurer  and  provider  or  in  a  joint  instrument.  If  a  joint  instrument 
is  used  it  shall  clearly  identify  the  insurer  and  provider  and  distinguish  be- 
tween the  services  of  each  of  them. 

3.  The  statement  or  summary  will  specifically  point  out  any  use  fees  or 
special  fees  charged  by  the  prepaid  comprehensive  health  care  plan  or  a 
provider  as  well  as  the  regular  periodic  charges  and  insurance  premiums. 

4.  Any  changes  or  amendments  in  the  matters  set  out  in  the  statement  or 
summary  shall  be  promptly  provided  to  each  participant. 


[Exhibit  16  to  Exhibit  11a] 
See  exhibits  5c  and  10  to  exhibit  11a. 


[Exhibit   17a  to  Exhibit  11a] 

December  13,  1971. 
Mr.  Bernabd  Rappaport,  FACHA, 
Executive  Secretary, 
Bexar  County  Medical  Foundation, 
San  Antonio,  Tex. 

Dear  Mr.  Rappaport  :  At  its  meeting  in  Austin,  Texas,  on  December  4th,  the 
Texas  State  Board  of  Medical  Examiners  approved  the  Bexar  County  Medical 
Foundation  and  hereby  certifies  that  the  Foundation  complies  with  the  provi- 
sions of  Article  4509a,  Revised  Civil  Statutes  of  Texas. 
Sincerely, 

M.  H.  Crabb,  M.D.,  Secretary. 


[Exhibit   17b   to  Exhibit  11a] 

Texas  State  Board  of  Medical  Examiners, 

March  20,  1972. 

Re:  Articles  of  Incorporation  of  Health  Association  of  Kelsey-Seybold  Clinic, 

Houston,  Texas 
Charter  Division, 
Secretary  of  State, 
Austin,  Tex. 

Gentlemen :  The  Texas  State  Board  of  Medical  Examiners  has  received  a 
copy  of  the  Articles  of  Incorporation  of  "Health  Association  of  KeLsey-Seybold 
Clinic",  Houston,  Texas,  pursuant  to  the  requirements  of  Article  4509a,  that 
the  Texas  State  Board  of  Medical  Examiners  approve  and  certify  the  corpora- 
tion as  a  health  organization  authorized  by  Article  4509a. 

All  the  doctors  listed  as  incorporators  are  duly  licensed  to  practice  medicine 
in  the  State  of  Texas.  Therefore,  although,  all  of  our  guidelines  are  pending 
adoption,  it  is  our  opinion  that  the  corporation  of  the  Health  Association  of 
the  Kelsey-Seybold  Clinic  is  in  proper  order  and  according  to  the  intent  of  the 
law. 

Yours  truly, 

M.  H.  Crabb,  M.D.,  Secretary. 

Houston,  Tex.,  March  IJf,  1972. 
Charter  Division, 
Secretary  of  State, 
Austin,  Tex. 

Dear  Sir :  Enclosed  are  duplicates  of  the  Articles  of  Incorporation  of  "Health 
Association  of  Kelsey-Seybold  Clinic"  and,  check  payable  to  your  order  in  the 
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amount  of  $25.  Will  you  be  good  enough  to  file  the  articles  and  send  us  the 
duplicate  for  the  records  of  the  corporation. 

Pursuant   to  the   requirement  of  Article   4509a,  we  are  sending   the  Tesas 
State  Board  of  Medical  Examiners  a  fully  executed  copy  of  the  Articles  of 
Incorporation  with  the  request  that  it  approve  and  certify  the  corporation  as 
a  health  organization  authorized  by  Article  4509a. 
Sincerely  yours, 

Clakence  Satjnders. 


[Exhibit   18a   to  Exhibit  11a] 

Nine  Counties  Medical  Society  of  Texas, 

November  10,  1972. 
M.  H.  Ceabb,  M.D., 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Fort  Woi'th,  Tex. 

Dear  Doctor  Crabb  :  Since  receipt  of  your  letter  of  November  6th  relating  to 
the  composition  of  the  Board  of  Directors  of  the  Southwest  Texas  Medical 
Foundation  the  following  action  has  been  taken. 

Jimmie  V.  Stewart,  M.D.  has  been  removed  from  the  Board  because  he  has 
not  been  engaged  in  private  practice  in  Texas  for  the  required  five  years. 

Hi  E.  Newby,  M.D.,  1011  East  7th  Street,  Del  Rio,  Texas  (78840)  has  been 
appointed  to  serve  in  Doctor  Stewart's  place. 

If  you   will   send  the  necessary   forms   to   Doctor  Newby  he  will  complete 
and  return  them  promptly. 
Sincerely, 

WiNTHBOP  S.  Duty,  M.D., 

President. 

Question  n  aire 

Will  you  please  complete  this  questionnaire.  It  must  be  returned  to  this  oflSce 
within  15  days  or  application  and  certification  by  the  Texas  State  Board  of 
Medical  Examiners  will  be  denied  and  the  Secretary  of  State  will  be  so  advised. 

Please  print  or  type  all  information. 

1.  Full  name :  Jimmie  V.  Stewart,  M.D. 

2.  Home  address :  #9  Buena  Vista,  Uvalde,  Texas,  78801. 

8.  Office  address :  1042  Garner  Field  Road,  Uvalde,  Texas  78801. 

4.  Length  of  time  in  medical  practice  at  present  office :  16  months. 

5.  Location (s)  of  practice  for  last  ten  (10)  years:  Galveston,  Graduated 
UTMB  1968 ;  Phoenix,  Ariz.,  Internship  196^-1969 :  United  States  Public  Health 
Service  Keams  Canyon,  Ariz.  1969-1971 ;  Uvalde,  Texas  since  July  1,  1971. 

6.  Field  of  practice :  general  practice. 

7.  Do  you  receive  remuneration  in  any  form  from  any  institution,  agency  or 
organization,  either  governmental  or  otherwise?  Yes. 

8.  If  answer  to  Question  (7)  is  Yes,  then  name  the  institution,  agency  or 
organization,  and  explain  the  nature  of  the  position  and  method  of  remuner- 
ation. Southwest  Texas.  Junior  College.  Uvalde,  Texas — Director  of  Student 
Health  Services  and  Staff  Physician  for  the  College. 

9.  Average  number  hours/ weeks  spent  in  diagnosing  and  treating  mental  or 
physical  ailments  to  people:  Sixty  hours/ week. 


[Exhibit   18b (1)    to  Exhibit   11a] 

January  3,  1973. 
Re :  Stephan  N.  Schanzer,  M.D.,  Director  Medical  Research  Associates,  Inc. 
Mr.  Cecil  W.  Bain, 
Attorney  at  Law 
Nicholas  d  Barrei'a, 
San  Antonio,  Tex. 

Dear  Mr.  Bain:  This  will  acknowledge  receipt  of  your  letter  of  December 
22nd,  1972,  regarding  the  above  mentioned  organization. 

Prior  to  receiving  your  letter,  we  received  from  the  Secretary  of  State  an 
amended  charter  which  had  deleted  Dr.  Schanzer's  name  and  substituted  the 
name  of  Charles  A.  Hulse,  M.D.,  who  does  qualify  under  the  guidelines  estab- 
lished  by   the   Texas    State   Board   of   Medical    Examiners.    Consequently,    on 
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November  29th,  1972,  the  Board  certified  the  Medical  Research  Associates,  Inc., 
to  the  Secretary  of  State. 
Sincerely, 

M.  H.  Crabb,  M.D.,  Secretary. 


[Exhibit   18b(2)    to  Exhibit   11a] 

Nicholas  &  Babrera, 
San  Antonio,  Tex.,  December  22,  1912. 
Re :  Dr.  Stephan  N.  Schanzer,  Director 
Medical  Research  Associates,  Inc. 
Dr.  M.  H.  Crabb, 
Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Db.  Crabb  :  Please  be  advised  that  I  have  been  contacted  to  reply  to  your 
letter  of  November  16,  1972,  addressed  to  Dr.  C.  Brandon  Chenault,  concerning 
the  position  of  Dr.  Stephan  Schanzer  on  the  Board  of  Directors  of  Medical 
Research  Associates,  Inc.  In  this  respect,  I  have  discussed  the  matter  with  Mr. 
Sam  V.  Stone,  Attorney,  relative  to  the  provisions  of  Article  4509a  and  the 
guidelines  promulgated  by  the  Texas  State  Board  of  Medical  Examiners  pursuant 
to  said  statute. 

Accordingly,  it  is  my  understanding  that  the  requirement  that  a  Director  be 
actively  engaged  in  the  practice  of  medicine  in  Texas  "not  less  than  five  (5) 
years"  prior  to  becoming  a  Director  is  a  guideline  promulgated  by  the  State 
Board  to  insure  that  the  purposes  of  Article  4509a  are  complied  with.  In  the 
instant  case,  I  sincerely  feel  that  both  the  spirit  and  intent  of  Article  4509a  are 
satisfied  when  Dr.  Schanzer's  entire  record  of  medical  practice  and  licensure  is 
examined. 

Accordingly,  this  is  to  request  that  the  Texas  State  Board  of  Medical  Exam- 
iners grant  an  "exception"  to  its  guidelines  in  this  instance,  and  thereby  permit 
Dr.  Stephan  Schanzer  to  continue  his  position  as  Director  of  Medical  Research 
Associates,  Inc.  In  support  thereof,  I  would  refer  you  to  the  fact  that  Dr. 
Schanzer  was  licensed  to  practice  medicine  in  Texas  on  June  19,  1967,  pvirsuant 
to  License  Number  D3997.  That  said  license  has  been  in  full  force  and  effect 
continuously,  without  suspension  or  revocation,  since  1967.  Further,  that  Dr. 
Schanzer  has,  in  fact,  been  in  the  active  practice  of  medicine  in  Texas  for  a 
period  of  time  in  excess  of  three  years,  since  on  or  about  July  15,  1969.  Dr. 
Schanzer  was  Chief  of  the  Obstetrics-Gynecology  Department  while  stationed 
at  Brooke  General  Hospital,  Fort  Sam  Houston,  Texas,  from  July  15,  1969,  to 
August  31.  1970,  at  which  time  he  retired  from  the  service  and  went  into  the 
private  practice  of  medicine  in  San  Antonio,  Texas.  Since  August  31,  1970,  Dr. 
Schanzer  has  been  actively  engaged  in  the  practice  of  medicine,  in  private 
practice  in  San  Antonio,  Texas,  with  his  office  at  401  West  Summit.  Of  course, 
the  remaining  Directors,  Drs.  Joseph  W.  Goldzieher  and  C.  Brandon  Chenault, 
are  without  question,  legally  qualified  for  their  positions. 

In  view  of  the  above,  we  sincerely  feel  that  Dr.  Schanzer  is  legally  qualified 
to  hold  the  position  as  Director  of  Medical  Research  Associates,  Inc.  and  that, 
in  all  equity,  the  Texas  State  Board  of  Medical  P]xaminers  should  grant  an 
exception  to  its  guidelines  and  approve  the  Corporation's  application  for  certifi- 
cation. 

Anticipating  your  favorable  action  on  this  request,  and  awaiting  your  reply, 
I  am 

Sincerely  yours, 

Cecil  W.  Bain. 


[Exhibit  18c  to  Exhibit   11a] 
Letters  Written  Jan.  8,  1973,  Deadline  Jan.  23,  1973 

Jack  Thurmond,  M.D.,  Mid-A^alley  Medical  Arts  Bldg.,  Weslaco,  Texas  78596. 

Domingo  Useda,  M.D.,  701  South  Main,  McAllen,  Texas  78501. 

Jessie  Rodriguez,  M.D.,  620  South  'Slain,  McAllen,  Texas. 

Carlos  Godinez,  M.D.,  606  South  Broadway,  McAllen,  Texas  78501. 

Don  Warden,  M.D.,  Mid- Valley  Medical  Arts  Bldg.,  Weslaco,  Texas  78596. 

Ken  Landrum,  M.D.,  SIO  South  12th,  McAllen,  Texas  78501. 

Rafael  Garza,  M.D.,  712  South  Main,  McAllen,  Texas. 
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Bob  Keller,  M.D.,  530  South  Texas  Blvd. 

Sheridan  Evans,  M.D.,  620  South  12th  Street,  McAllen,  Texas. 

Marvin  Tavarez,  M.D.,  801  South  Main,  McAllen,  Texas. 

Carlos  Cantu,  M.D.,  317  E.  Park,  Pharr,  Texas. 

Ken  Fesler,  M.D.,  416  South  Broadway,  McAllen,  Texas. 

Frank  Pena,  M.D.,  714  South  Main,  McAllen,  Texas. 

Mario  Ramirez,  M.D.,  Roma,  Texas. 


[Exhibit  19a(l)    to  Exliibit  11a] 

Affidavit  Concerning  Directors  and/or  Trustees  of  National  Comprehensive 

Health  Services,  Inc. 

All  present  and  future  directors  and/ or  trustees  of  National  Comprehensive 
Health  Services,  Inc.  shall  be  persons  licensed  to  practice  medicine  by  the  Texas 
State  Board  of  Medical  Examiners,  and  shall  be  actively  engaged  in  the  practice 
of  medicine  in  Texas  and  shall  have  been  so  licinsed  and  so  occupied  for  a  period 
of  not  less  than  five  (5)  years  immediately  prior  to  becoming  a  trustee  and/or 
director  of  National  Comprehensive  Health  Services,  Inc.  In  the  case  of  Dr. 
Victor  Kahler:  he  granduated  from  the  University  of  Texas  Medical  Branch 
in  Galveston,  Texas,  in  1960  and  was  licensed  by  the  State  of  Texas  in  August 
1960.  He  practiced  General  Practice  in  Corpus  Christi  prior  to  his  Army  service 
as  a  medical  officer  which  was  from  June  29,  1962,  until  November  22,  1971. 
From  this  date  forward  he  has  practiced  medicine  in  Dickinson,  Texas,  and 
Webster,  Texas. 

National  Comprehensive  Health  Services,  Inc.  also  agrees  to  submit  to  the 
Board  such  annual  reports  as  the  Texas  State  Board  of  Medical  Examiners  may 
require. 

Louis  S.  Riley,  M.D. 

Newton  E.  Dudley,  M.D. 

Victor  L.  Kahler,  M.D. 

[Exhibit  19a(2)    to   Exhibit   11a] 

National  Comprehensive  Health   Services.  Inc. 

Webster,  Tex.,  January  26,  1973. 
A.  Bryan  Spires,  Jr.,  M.D., 
Execiitive  Secretary, 

Texas  State  Board  of  Medical  Examiners, 
Fort  WortJi,  Tex. 

Dear  Dr.  Spires  :  Dr.  Dudney  and  I  had  hoped  to  meet  with  Dr.  Crabb  and 
review  our  organization  last  weekend  in  Austin.  However,  even  though  he  said 
re  would  meet  us  in  the  lobby  we  never  saw  him. 

National  Comprehensive  Health  Services,  Inc.  is  structured  to  allow  the  par- 
ticipating physicians  to  provide  services  in  their  individual  offices  and  use  their 
community  hospital.  The  easiest  way  to  explain  this  is  to  show  a  schematic 
outline  and  discuss  each  unit  separately. 


Subscriber 
Group 


National  Comprehensive 
Health  Services,  Inc. 


Lab, 
Diagnostic 

.i-  ^  o  t^  o  ^  •  ■  • 


CONTRACTS 


NCHS  Medical 
Association 
(Physician  Group) 


Medico , 
National,  Inc. 
(Administration) 


327 

The  subcriber  groups  (or  individuals),  will  pay  a  predetermined  amount  to 
NCHS  for  total  or  comprehensive  care.  NCHS  will  then  contract  for  various 
groups  to  provide  particular  services  as  follows : 

1.  Services  that  can  be  controlled  by  Physicians  will  be  contracted  to  NCHS 
Medical  Association.  These  are : 

A.  Physician  Services. 

B.  Hospital  Services  (to  include  Emergency  Room). 

C.  Ambulance  Services. 

D.  Certain  Diagnostic  Outpatient  Services. 

E.  Drugs. 

F.  Home  Health  Services. 

2.  Diagnostic  Services  to  include  Outpatient  X-Ray,  ECG,  Laboratory,  etc. 

3.  Administrative  and  Financial  to  Medico  National,  Inc. 

A.  Funding  for  development,  implementation  and  continuing  operation. 

B.  Administration:  (to  include  record  keeping,  legal,  accounting,  marketing, 
education,  etc.) 

NCHS  MEDICAL  ASSOCIATION 

An  Association  of  Physicians  similar  to  the  foundation  in  which  two  or  three 
physicians  will  serve  as  the  executive  oflScers  (these  may  be  either  full  time  or 
majority  time  physicians)  and  all  other  physicians  will  be  participating  physi- 
cians. The  participating  physicians  will  elect  a  Board  of  Directors,  policy  com- 
mittee, a  peer  review  committee,  representatives  to  serve  on  the  Advisory  Board 
of  NCHS,  and  other  committees  as  needed  for  efficient  operation  of  the  Associ- 
ation. The  only  lay  people  will  be  clerical  types  hired  to  assist  the  executive 
officers.  All  decisions  concerning  fees,  services,  etc.  will  be  made  by  the  com- 
mittees and  executive  officers  and  approved  by  the  Board  of  Directors.  We  have 
structured  this  to  have  NCHS  contract  with  NCHS  Medical  Association  for  a 
fixed  dollar  i^er  capita.  NCHS  Medical  Association  will  then  pay  each  physician 
on  a  fee-for-service  basis  per  contract  (see  enclosure).  The  Association  will  con- 
tract with  Medico  National  to  be  their  administrative  representative  to  nego- 
tiate with  hospitals,  drug  suppliers,  ambulance  companies,  diagnostic  service 
companies,  insurance  companies,  etc.  to  provide  services  on  the  most  favorable 
terms  possible.  We  project  that  NCHS  will  pay  NCHS  Medical  Association 
approximately  64%  of  the  gross  premium  for  these  services. 

The  subscriber  will  be  allowed  to  choose  as  his  primary  physician  any  par- 
ticipating primary  physician  of  the  NCHS  Medical  Association.  There  will  also 
be  a  large  group  of  specialist  phy.sicians  that  the  primary  physician  and  sub- 
scriber may  choose  from  (these  will  also  be  participating  physicians).  (In  those 
rare  cases  where  a  non-participating  .super  specialist  is  needed  and  the  primary 
physician  makes  the  referral,  NCHS  Medical  Association  will  pay  his  fee.)  If 
a  subscribed  chooses  to  use  a  non-participating  physcian  then  NCHS  Medical 
Association  will  not  be  responsible  for  his  fee.  Any  surplus  remaining  at  the 
end  of  the  year  will  be  divided  among  the  participating  physicians  on  a  formula 
(to  be  derived  by  the  policy  committee  and  executive  officers  based  on  total 
productivity,  percentage  of  participation,  use  of  various  contracted  services, 
longevity,  etc.). 

DIAGNOSTIC    SERVICES 

These  will  be  contracted  in  multiple  ways.  Where  facilities  exist  or  can  be 
supplied  by  physician  groups  in  geographic  areas  central  to  residences  of  the 
subscribers  and  the  groups  agree  to  contract  at  a  price  that  will  not  be  more 
than  NCHS  can  build  an  equal  facility,  a  contract  will  be  let  to  supply  this 
service.  Where  facilities  do  not  exist  then  NCHS  will  encourage  physician  groups 
to  build  the  facilities,  staff  them  (probably  with  the  radiologist  and  cardiologist 
as  partners)  and  provide  the  service.  It  is  estimated  this  will  be  contracted  for 
approximately  21%  of  the  premium. 

MEDICO  NATIONAL,  INC. 

This  is  a  corporation  composed  of  businessmen  who  will  supply  the  financing, 
debt  services,  all  administrative  personnel,  data  processing,  record  keeping, 
legal,  accounting,  marketing,  education,  expenses  for  NCHS  Directors  and 
Advisory  Board  to  the  Directors,  etc.  for  approximately  14.5%  of  the  premium. 
Anything  they  do  must  be  approved  by  the  Board  of  Directors  of  NCHS. 
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Approximately  0.5%  of  the  premium  will  be  retained  by  NGHS  for  unex- 
pected contingencies.  Any  surplus  in  this  fund  will  be  used  for  scholarships, 
donation  to  educational  institutes,  decrease  in  premium,  etc. 

With  the  advent  of  the  Insurance  Commission's  verbal  opinion  defining  hos- 
pitalization services  as  indemnity  insurance,  we  therefore  may  have  to  take 
hospital  services  out  from  under  the  physicians  association  and  have  a  joint 
policy  ofifered  to  the  subscriber  by  an  insurance  company  and  NCHS.  If  this  is 
the  fact  then  Medico  National  will  attempt  to  negotiate  with  the  insurance 
companies  to  share  the  risk  and  profits  with  NCHS  Medical  Associates  in  such 
a  way  that  efficiency  and  cost  savings  in  decreased  hospitalization  will  be 
passed  on  to  those  who  can  control  this,  i.e.,  physicians. 

We  have  already  had  discussion  with  insurance  companies  concerning  this 
and  are  very  optimistic  that  this  is  feasible. 

To  specifically  answer  the  question  as  to  how  fees  will  be  collected,  the  sub- 
scribers will  pay  a  monthly  premium  to  NCHS  which  will  be  deposited  and  a 
check  will  then  be  issued  to  each  contracting  group,  i.e.  NCHS  Medical  Associa- 
tion, Medico  National,  and  the  Diagnostic  Facilities.  Each  of  these  will  handle 
their  funds  as  they  choose. 

I  believe  this  answers  all  your  questions.  However,  if  there  are  any  others  I 
will  be  happy  to  come  to  Austin  or  Fort  Worth  and  explain  this  in  person  to  you. 

Sincerely, 

Louise  S.  Riley,  M.D., 

President,  NCHS,  Inc. 

[Exhibit   I9b(l)    to  Exhibit  11a] 

Questionnaire  Re  Woodlands  Health  Association 

Will  you  please  complete  this  questionnaire.  It  must  be  returned  to  this  office 
within  15  days  or  application  and  certification  by  the  Texas  State  Board  of 
Medical  Examiners  will  be  denied  and  the  Secretary  of  State  will  be  so 
advised. 

Please  print  or  type  all  i/ifermation. 

1.  Full  name:  M.  Lawrenc  Heideman,  Jr. 

2.  Home  address :  9109  Fondren,  Apt.  216,  Houston,  Texas  77036 

3.  Office  address  :  6901  Bertner,  Houston,  Texas  77025 

4.  Length  of  time  in  medical  practice  at  present  office :  3%  years 

5.  Location(s)  of  practice  for  last  ten  (10)  years:  Houston  1964-66  (Internal 
medicine-academic),  Philadelphia  1966-70  (comprehensive  health  planning  & 
community  medicine  teaching  and  research),  Houston  1970-73  (health  plan- 
ning), Houston  1972-73  (limited  practice  internal  medicine). 

6.  Field  of  practice :  Internal  medicine,  comprehensive  health  planning,  ad- 
ministrative medicine. 

7.  Do  you  receive  remuneration  in  any  form  from  any  institution,  agency  or 
organization,  either  governmental  or  otherwise?  yes. 

8.  If  answer  to  Question  (7)  is  Yes.  then  name  the  institution,  agency  or 
organization  and  explain  the  nature  of  the  position  and  method  of  remunera- 
tion. 

University  of  Texas  Health  Science  Center  at  Houston,  School  of  Public 
Health.  Faculty  position :  Research  Associate  Comprehensive  Health  Planner. 
For  2  years  I  have  been  leading  the  planning  for  the  Health  Service  System 
described  in  the  attached  document.  As  soon  as  the  applied-for  corporation  is 
chartered,  I  expect  to  leave  UTSPH  to  become  Executive  Director  of  this  health 
system. 

9.  Average  numbers  hours/weeks  spent  in  diagnosing  and  treating  mental 
or  physical  ailments  to  people :  Currently  0-5  hrs.  in  direct  clinical  care  to 
individuals. 

As  soon  as  this  applied-for  corporation  is  chartered,  I  expect  to  leave  UTSPH 
to  become  full-time  Executive  Director  of  this  health  system  (primarily  admin- 
istrative medicine  but  also  clinical  consultation). 

10.  Have  you  entered  into  a  contract  or  agreement  or  do  you  contemplate 
entering  into  any  contract  or  agreement  whereby  you  will  receive  remuneration 
(either  direct  or  indirect)  from  this  non-profit  corporation,  or  from  any  other 
corporation,  agency,  organization  or  individual,  as  a  result  of  serving  as  an 
incorporator,   director  and/or  trustee?  If  yes.  explain   fully:  Not  as  a  direct 
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result  of  serving  as  an  incorporator  or  trustee.  However,  it  is  expected  that  I 
shall  hecome  the  first  (and  chief)  full-time  executive  employee  of  this  cor- 
poration. 

STATE  OF  TEXAS 

County  of  Harris,  ss: 

I,  M.  Lawrence  Heideman,  Jr.,  M.D.,  certify  that  the  above  answers  are  true 
and  correct  to  the  best  of  my  knowledge. 

M.  Lawrence  Heideman,  Jr.,  M.D. 
Sworn  to  and  subscribed  before  me  this  27th  day  of  December,  1973.  My 
Commission  expires  6/1/75. 

Lois  B.  Monroe, 
Notary  Public,  Harris  County,  Texas. 


[Exhibit  19b(2)    to  Exhibit   11a] 
Questionnaire 

Will  you  please  complete  this  questionnaire.  It  must  be  returned  to  this  oflBce 
within  15  days  or  application  and  certification  by  the  Texas  State  Board  of 
Medical  Examiners  will  be  denied  and  the  Secretary  of  State  will  be  so 
advised. 

Please  print  or  type  all  information. 

1.  Full  name:  Clarence  Skrovan,  M.D.,  M.P.H. 

2.  Hom.e  address :  3306  Durness  Way,  Houston,  Texas  77025. 

3.  Office  address:  University  of  Texas  School  of  Public  Health,  P.O.  Box 
20186,  Astrodome  Station,  Houston,  Texas  77025. 

4.  Length  of  time  in  medical  practice  at  present  office :  2%  years 

5.  Location (s)  of  practice  for  last  ten  (10)  years:  Houston  (2i^  years), 
Columbia,  Mo.  (3  years — RMP),  Miami  (2  years — TB  control),  Baltimore  (2 
years — Internship  and  MPH  at  Johns  Hopkins),  Galveston  (4  years — Medical 
Branch). 

6.  Field  of  practice :  Board  Certified  in  General  Preventive  Medicine. 

7.  Do  you  receive  remuneration  in  any  form  from  any  institution,  agency 
or  organization,  either  governmental  or  otherwise?  Yes 

8.  If  answer  to  Question  (7)  is  Yes,  then  name  the  institution,  agency  or 
organization  and  exiilain  the  nature  of  the  position  and  method  of  remune- 
ration. University  of  Texas  School  of  Public  Health — I  have  a  teaching  posi- 
tion as  Associate  Professor  and  receive  an  annual  salary. 

9.  Average  numbers  hours/ weeks  spent  in  diagnosing  and  treating  mental 
or  physical  ailments  to  people:  Very  few.  (Full  time  practice  of  my  specialty 
demands  that  I  do  other  things  than  diagnosing  and  treating,  e.g.,  teaching, 
health  planning,  administration,  etc.) 


[Exhibit  20a(l)    to  Exhibit  11a] 

San  Antonio,  Tex.,  November  21,  1972. 
M.  H.  Crabb,  M.D., 

Te^as  State  Board  of  Medical  Examiners, 
Office  of  the  Secretary. 
Fort  Worth,  Tex. 

PURPOSE,  INTENT,  AND  ACTUAL  OB  PROPOSED  ACTIVITIES 

Dear  Doctor  Crabb  :  Medical  Research  Associates,  Inc.  is  to  be  set  up  to 
carry  on  research. 

Objectives  in  our  present  projects  are  either  to  determine  the  clinical  efficacy 
and  .safety  of  a  specific  product  or  an  evaluation  of  the  measurable  effects  of 
hormones  (estrogens  and  progestins)  on  the  body. 

However,  it  is  important  to  emphasize  that  we  may  not  limit  ourselves  to 
these  objectives  in  the  future  projects.  We  presently  are  doing  clinical  research, 
but  want  to  maintain  the  flexibility  to  do  basic  research  as  well  and  to 
extend  our  projects  beyond  the  contraceptive  field  if  this  should  become  ad- 
vantageous in  the  future. 
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Sources  for  the  research  we  are  presently  engaged  in  are  pharmaceutical 
firms  and  government  agencies.  They  are  clinical  research  projects  funded  on 
the  basis  of  the  number  of  patients  enrolled  and  the  staff  and  laboratory 
facilities  required. 

The  corporation  for  research  Dr.  Goldzieher,  Dr.  Hulse,  and  I  propose  will 
be  separate  from  our  private  practices. 

Please  contact  me  if  you  desire  further  information. 
Sincerely, 

C.  Brandon  Chenault,  M.D. 


[Exhibit  20a(2)    to  Exhibit  11a] 
Aeticles  of  Incorporation 

Name  and  Address :  Medical  Research  Associates,  Inc.,  311  Oak  Hill  Medical 
Building,  7711  Louis  Pasteur  Drive,  San  Antonio,  Texas  78229. 
******* 

Date  Texas  State  Board  of  Medical  Examiners  approved  Certification 
11/29/72. 

Date  Secretary  of  State  was  notified  11/29/72. 
******* 

Checked  by  CM— Approved  by  MHC  11/29/72. 

San  Antonio,  Tex.,  November  27,  1972. 
Dr.  M.  H.  Crabb, 
Secretary, 

State  Board  of  Medical  Examiners, 
Fort  Worth,  Tex. 

Dear  Dr.  Crabb:  On  November  16,  1972,  you  notified  Dr.  C.  Brandon 
Chenault  that  Dr.  Stephen  Schanzer,  one  of  the  three  incorporators  of  Medical 
Research  Associates,  Inc.,  was  not  eligible  to  serve  as  an  incorporator  or 
director  of  the  corporation  under  the  guidelines  of  the  Texas  State  Board  of 
Medical  Examiners  which  had  been  established  to  enforce  the  provisions  of 
Article  4509a,  V.A.T.S.  Accordingly,  the  Articles  of  Incorporation  of  Medical 
Research  Associates,  Inc.  have  been  amended  to  remove  Dr.  Schanzer  as  an 
incorporator  and  director  and  to  substitute  in  his  place  Dr.  Charles  A.  Hulse. 

I  now  enclose  the  following  documents  : 

1.  Articles  of  Incorporation  of  Medical  Research  Associates,  Inc.  filed  with 
the  Secretary  of  State  on  November  27,  1972. 

2.  Letter  from  Dr.  C.  Brandon  Chenault  containing  a  narrative  and  compre- 
hensive statement  of  the  purpose,  intent  and  proposed  activities  of  Medical 
Research  Associates,  Inc. 

3.  Affidavit  in  duplicate  signed  by  all  three  incorporators  and  directors  of 
Medical  Research  Associates,  Inc.  containing  the  information  requested  in 
the  second  paragraph  of  your  letter  of  November  16,  1972. 

4.  Questionnaires  furnished  by  your  office  and  signed  by  Dr.  C.  Brandon 
Chenault  and  Dr.  Charles  A.  Hulse.  Dr.  Joseph  W.  Goldzieher  has  already 
submitted  his  questionnaire  directly  to  your  office. 

Please  call  this  office  if  you  have  any  questions  about  the  material  sub- 
mitted. 

Sincerely, 

Richard  E.  Goldsmith. 
Enclosures. 


[Exhibit  20b(l)    to  Exhibit   Hal 

Texas  State  Board  of  Medical  ExAiriNERS. 

Febniary  2,  1973. 
Re :  The  San  Antonio  Society  of  Ophthalmology  and  Otolaryngology 
John  Y.  Harper,  Jr.,  M.D., 
San  Antonio,  Tex. 

Dear  Doctor  Harper  : 

After  reviewing  your  statement  dated  January  20,  1973,  giving  the  purpose, 
intent  and  activities  of  the  above  mentioned  organization  and  Article  IV  of 
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the  Articles  of  Incorporation,  it  would  appear  that  your  organization  does  not 
intend  to  provide  direct  medical  care  but  is  a  scientific  and  educational  or- 
ganization. 

So  that  we  may  determine  if  the  activities  of  your  organization  are  subject 
to  the  provisions  of  Article  4509a,  please  let  us  know  if  in  fact  there  is  no 
proposal  to  deliver  direct  medical  care. 

Thanking  you  for  your  cooperation,  we  are 

Sincerely, 

A.  Bryan  Spires,  Jr.,  M.D., 

Assistant  Secretary. 


[Exhibit  20b (2)    to  Exhibit   11a] 

February  23,  1973. 
Re :  The  San  Antonio  Society  of  Ophthalmology  and  Otolaryngology,  224  West 

Evergreen,  San  Antonio,  Texas  78212. 
Mr.  Bill  Zimmerman, 
Deputy  Director, 
Corporation  Division, 
Office  of  the  Secretary  of  State, 
Austin,  Tex. 

Dear  Mr.  Zimmerman  :  This  is  to  advise  you  that  in  view  of  the  fact  the 
above  mentioned  organization  does  not  intend  to  provide  direct  medical  care, 
but  is  a  scientific  and  educational  organization,  certification  by  the  Texas  State 
Board  of  Medical  Examiners  is  not  required. 
Sincerely, 

A.  Bryan  Spires,  Jr.,  M.D., 

Assistant  Secretary. 


Exhibit  12. — Subsequent  Letter  From  Ms.  Cox  Re  Modification  of  Testimony 

Concerning  Dr.  Floyd  Norman 

Austin,  Tex.,  June  16, 1974- 
Senator  Phillip  Hart, 

Senate  Committee  on  Antitrust  and  Monopolies, 
Senate  Office  Building, 
Washington,  D.C. 

Dear  Senator  Hart  :  I  would  like  to  enter  for  the  record  certain  modifica- 
tions of  the  testimony  which  I  presented  on  May  15,  1974. 

My  statement  that  Dr.  Floyd  Norman,  Director  for  Scientific  Affairs  at  the 
Dallas  Regional  Ofl5ce  of  the  Department  of  Health,  Education  and  Welfare 
received  his  medical  education  through  the  generosity  of  the  parents  of  the 
present  counsel  of  the  Texas  Medical  Association,  was  based  on  information 
included  in  the  sworn  testimony  of  Mr.  Fred  Donaldson  as  submitted  to  Mr. 
Dean  Sharp  of  your  staff.  Since  I  returned  to  Texas,  I  have  been  informed  by 
Mr.  Overton  that  his  father  was  president  of  a  Rotary  Club  which  gave  Dr. 
Norman  a  scholarship  to  medical  school.  Although  I  have  no  proof  of  either 
statement,  I  believe  in  fairness  that  the  record  should  reflect  the  conflict 
between  those  statements  and  their  sources. 

While  he  was  in  Texas,  Mr.  Dean  Sharp  of  your  staff  conversed  with  other 
witnesses  concerning  the  inside  politics  at  the  Dallas  Regional  OfiSce  of  DHEW 
and  the  controls  exercised  there  by  the  Texas  Medical  Association.  If  necessary, 
he  should  be  able  to  shed  further  light  on  this  matter. 

Further  comment  should  be  added  to  my  report  on  the  allegations  by  the 
employee  of  the  State  Health  Department,  who  holds  that  the  Blue  Cross 
contracts  for  Medicare-Medicaid  payments  have  standardized  liie  costs  of 
hospitaliza^-'on  upward.  Documentation  of  that  allegation  would  require  a 
random  samplt  "'xamination  of  contracts  in  several  hospitals  over  a  several 
year  period.  Such  a  research  effort  is,  of  course,  beyond  the  means  of  a  single 
individual  like  myself.  I  lack  not  only  the  time  and  resources,  but  also  the 
power  to  compel  the  production  of  the  records  involved.  It  occurs  to  me,  how- 
ever, that  such  a  study  might  be  extremely  valuable  as  an  indicator  of 
measures  needed  to  protect  the  public  prior  to  the  initiation  of  national  health 
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insurance.  If  federally  imposed  reimbursement  mechanisms  do  have  the  effect 
of  standardizing  rates  upward,  something  must  be  done  to  retard  or  eliminate 
that  effect. 

The  interest  in  the  problems  surrounding  health  care  which  you  have  dis- 
played by  holding  these  hearings  is  greatly  appreciated.  Thank  you  for  your 
help. 

Sincerely, 

Ms.  Jackee  Cox. 


Exhibit  13. — Texas  Orgcmized  Medioine's  Interlocking  Directory  as  of 

May  15, 1974 

Dr.  Joe  T.  Nelson — Weatherf ord,  Texas : 

T.M.A.    Council    on    Medical    Legislation,    University    of   Texas    Board    of 
Regents 
Dr.  Joseph  Po/inter — Houston,  Texas  : 

Chairman,  State  Health  Advisory  Council,  Board  of  Directors,  Blue  Cross, 
Board  of  Directors,  Blue  Shield 
Dr.  John  Smith — San  Antonio,  Texas  : 

T.M.A.  Council  on  Medical  Legislation,  Board  of  Trustees,  Texas  Medical 
Foundation,  State  Board  of  Health,  1969  to  present. 
Dr.  James  H.  Sammons — Baytown,  Texas  : 

President  Elect,   A.M.A.   House  of  Delegates,   T.M.A.   Council   on  Medical 
Legislation,  T.M.A.  President,  1971-72,  State  Rehabilitation  Commission, 
1973-79,    Board    of    Directors,    Blue    Cross,    Board    of    Directors,    Blue 
Shield. 
Dr.  Charles  B.  Dryden — Wichita  Falls,  Texas  : 

T.M.A.  President,  1973-74,  Board  of  Directors,  Blue  Cross,  Board  of  Di- 
rectors, Blue  Shield. 
Dr.  James  A.  Hallmark — Fort  Worth,  Texas : 

Trustee,  Texas  Medical  Foundation,  Board  of  Directors,  Blue  Cross,  Board 
of  Directors,  Blue  Shield. 
Dr.  N.  L.  Barker — Paris,  Texas : 

Board   of   Trustees,    Texas   Medical   Foundation,    State   Board   of  Health, 
1973  to  1973,  President  Elect,  Texas  Medical  Association. 
Dr.  Charles  Max  Cole — Dallas,  Texas : 

State  Board  of  Health— 1971-77,  T.M.A.  President,  1969^70,  Board  of  Di- 
rectors, Blue  Cross,  Board  of  Directors,  Blue  Shield. 
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Exhibit  141- Campaign  Contribution  and  Expenditure  Statement 

(Check  appropriate  square  and  fill  in  blanks) 
l-'ILEU  BY: 

[    )    Candidate fo;- 

(Nanfio  of  Candidate)  (Title  of  Office")" 

(X|    Political  Comnrtittee       Texas  Medical  Political  Action  Committee    (TEXPAC) 


(     I    Committee  formed  rrlalive  to  a  par-ticiilar  candidate  or  measure,   or 
(X)    Committee  formed  relative  to  indefinite  candidatc(f-)  or  measuro(s). 

Campaign  Manager        Robert  G.  Mickey 

In  the First  Primary >    Election 

Held  on  the     4th  day  of Mgy .   10   74 

For  the  Period         January  15 .19     74  .   through March  25 .    19    74 

Filing  deadline  for  this  statement: 

(X)  31  days  before  the  election 

(    )  7  days  before  the  election 

(    1  31  days  after  the  election 

I    )  62  days  after  the  election 

[    i    Annual  Statement 

(    I    Final  Statement 


FSfed  in  lbs  oSee  of 
Secniaiy  ef  State 

APR  3    IS74 

NOTE:    A  statement  filed  by  a  candidate  must  include  a  list  showing  the 
name  and  add.-css  of  each  political  committee  which  is  receiving  contributions 
or  making  expenditures  on  his  behalf,   together  with  the  name  and  nddress  of  the 
committee's  campaign  manager.     See  reverse  side  for  further  special  instructions. 
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■'       '••  '  TO'Jnl.h) 

Contributions  and  Loans  of  Money  Reccivi-d 

This  Reporting  Pnriod  $         57.433.00 

Prior  to  this  Report  *         **        $         41.441.97 

Total  (Add)  $        98.874.97 

Contributions  and  Loans  other  Than  Money 

This  Reporting  Period  $ - 

>-  Prior  to  this  Report*    •  $ -         

Total  (Add)  $ - 

Expenditures  Made 

This  Reporting  Period  $         13.500.00 •       . 

Prior  to  this  Report*  $  3.500.00 

Total  (Add)  $        17.000.00 

INSTRUCTIONS  CONCERNING  SUPPLEMENTAL  STATEMENTS 

If  the  post-election  statement  which  is  due  by  the  31st  day  after  an  election  shows 
an  unexpended  balance  of  contributions  or  an  expenditure  deficit,   the  candidate 
or  political  committee  must  file  supplemental  statements  until  the  Contributions 
and  Loans  of  Money  Received  are  in  balance  with  Expenditures  Made.      (Exep- 
tions:    (a)    A  candidate  or  political  committee  which  lias  filed  statements  in  a 
primary  election  and  will  also  file  statements  in  the  succeeding  general  election 
is  not  required  to  file  supplemental  statements  relative  to  the  primary  election. 
This  exception  applies  to  opposed  candidates  in  the  general  election  who  were 
opposed  for  nomination  in  the  primary,   and  to  political  committees  which  support 
candidates  in  both  the  primary  campaign  and  the  general  election  campaign, 
(b)    If  there  have  been  no  expenditures  or  contributions  since  the  last  filing,  neither 
the  first  supplemental  statement  nor  annual  statements  need  be  filed. ) 

The  first  supplemental  statement  is  due  by  the  31st  day  after  the  deadline  for 
filing  the  post-election  statement;  that  is,  by  the  62nd  day  after  the  election. 
It  should  cover  the  period  beginning  with  the  15th  day  after  the  election  (the 
day  after  the  close  of  the  preceding  reporting  period)  and  ending  with  the  45th 
day  after  the  election  (the  14th  day  after  the  deadline  for  filing  the  regular 
post-eicction  statement). 

If  the  first  supplemental  statement  shows  an  unexpended  balance  of  contributions 
or  an  expenditure  deficit,  then  an  annual  statement  must  be  filed.     The  annual 
statement,   if  any,   must  cover  all  previously  unreported  contributions  and 
expenditures  through  the  3l8t  day    of  December  prior  to  the  January  15th  filing 
deadline. 


*    Show  the  total  amount  reported  on  all  prior  reports  not  covered  by  this  report 
for  the  current  series  of  elections,   including  any  primary,  run-off  primary, 
general  or  regular  election,  or  run-off  election  in  the  series. 

**    Funds  on  hard  as  of  June  14,    1973,  the  effective  date  of  the  Act.   which  will 
be  used  in  an  election  subsequent  to  the  said  date  should  he  reported  in  the 
space  provided  for  reporting  of  contributions  of  money  received  prior  to  the 
first  reporting  period. 
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T  O  T  A  L  S 
Page  2 


Loans  of  money  received  prior  to  the  Act's  effective  dnte  of  June  14,    1973 
which  will  be  used  in  an  election  subsequent  to  such  date  should  be  reported 
in  the  space  provided  for  reporting  of  loans  of  money  received  prior  to  the 
first  reporting  period. 


OATH 


I  do  solemly  swear  that  the  foregoing  statement,    filed  herewith,    is  in 
all  things  true  and  correct,    and  fully  shows  all  contributions  received  and 
expenditures  made  required  to  be  reported  by  me  pursuant  to  the  Texas 
Election  Code. 


MJ6. 


Signature  of  Candidate  or  Cainpaign 
Manager  of  Political  Committee 


Sworn  to  and  subscribed  before  me  by 

the    2nd       day  of  April .    19  74 

my  hand  and  seal. 


Robert  G.   Mickey 


this 


to  certify  which,   witness 


77id^'ivj  y-^> 


f 


u^^j. 


Notary  Public,' 
County,    Texas 


7  ,C  /j  >-   I   •) 
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AMERICAN      MEDICAL      POLITICAL      ACTION      COMMITTEK 
o20  North  Michigan  Avenue,  Chicago.  Illinois  60611,  area  code  aia  644-1585 


W  I   Ll»«  M.O.  On'^m.  Ott» 

WnxUM  H   Cdaro.  M   O,  VaakMftM.  ».  C. 

Hon  O  (,•■>»••.  M   O     L-wtnOr   KMi«tr 
FaiHI  I    ■■■■•   I*     M   n    •"*)-.  JU.>B> 

to*  1    NiLwm.  M   D.  Vwknfvrf.  Fiwi 

K-ufa  C    Van   Ihm>    M    D,  Cmam  aw*    ftonri* 


April  4,  1974 
Certified  Air  Mail 


Mr.  W.  Pat  Jennings 

Clerk 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Jennings: 


Ident. #000680 


Attached  is  our  4th  Report  of  Receipts  and  Expenditures 
for  1974  for  a  Committee  that  the  American  Medical 
Political  Action  Committee  has  filed  in  accordance 
with  the  Federal  Election  Campaign  Act  of  1971  (P.L.  92-225) 

We  sincerely  request  your  advice  as  to  the  form  and 
adequacy  of  this  Report. 


'fy^, 


'^^ 


'''^'^i,^'^^^ 


sincerely, 


ir'^L^  fjU 


i«<r>*' 


WLW:tms 

Attachments : 

Schedules  A-4,  C-9,  D-7,  D-10,  and  E-11 

CO:  Secretary  of  state  offices 


William  L.  Watson 
Executive  Director  and 
Treasurer 
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UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

Onice  of  the  Clerk 
Washington,  D.C. 


REPORT  OF  RECEIPTS  AND  EXPENDITURES 

FOR  A 

POLITICAL  COMMITTEE 

SUPPORTING  ANY  CANDIDATE (S)   FOR  NOMLNATION  OR  ELECTION  TO  THE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


American  Medical  Political  Action  Comm. 


520 

(Full  Name  of  Comniittee) 

North  Michigan  Avenue 

Chicago, 

Illinois 

60611 

(Street) 

(City,  State,  ZIP  code) 
□  Check  if  New  Address 


Identification  Number 


^•^-  0006  80 


NOTE:  If  you  have  not  reg-istered  then 
a  complete  Registration  (H.R. 
Election  Form  1)  must  accom- 
pany this  Report.  If  you  have 
registered  and  no  number  has 
been  assigned,  so  indicate. 


n  l^Iarch  10  report 

□  June  10  report 
n  September  10  report 

□  January  31  report 

□  Fifteenth  day  report  precedinqf  _ 


TYPE  OF  REPORT 

(Check  Appropriate  Box  and  Complete,  if  Applicable) 

□  Termination  report 
n  Suspension  report 

□  Amendment  to 


.  report 


election  on 


(Primary,  general,  special,  runoff,  caucus,  or  convention) 


(Date) 


H  Fifth  day  report  preceding^ 


-special 


election  on  _4-L6^-4_ 


(Primary,  general,  special,  runoff,  caucus,  or  convention) 


(Date) 


VERIFICATION  BY  OATH  OR  AFFIRMATION  OF  TREASURER 

State  of Illinois 


County  of  JSook_ 


ss. 


I,  -WiXliam_L^-l^ai^soji — - — -,  being  duly  sworn,  depose  (affirm)  and  say 

(Full  Name  of  Treasurer  of  Committee) 

that  this  Report  of  Receipts  and  Expenditures  is  complete,  tj-ue,  and  correct.  / 


(Signature  of  Treasurer  of  Committee) 


Subscribed  and  sworn  to  (affirmed)  befoi-e  me  this    /  "    day  of    ,.^y ./."-■■  '/ _ ,  A.D.  19/  '  . 


I 


r' 


a^^ 


yy 


[seal] 


/  (Notary  Public) 

/  ■        ,       / 
My  commission  expires L '/l  •  ^<.^_ 


RETURN  CO.MPLKTED  REPORT  AND  ATTACHMENTS  TO: 
The  Clerk,  U.S.  IIousc  of  Representatives 
Office  of  Records  and  Rccistration 
1036  Longworlh  House  Office  Uuilding 
Wanhington,  D.C.     20315 
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Name  of  Committee 


SUMMARY  PAGE 

American  Medical  Political  Action  Committee 


REPORT  COVERING  PERIOD  FROM   3-7-74 


THRU 


4-4-74 


Column  A — 
Thia  period 


SECTION  A— RECEIPTS: 

Part  1.     Individual  coatributions: 

a.  Itemized  (use  schedule  A*). 

b.  Unitemized 


Part  2.     Sales  and  collections: 


Total  individual  contributions 


415,670,00 
J.i5.670.00 


Itemized    (use  schedule  B  and  as  necessary 
schedule  A* )_ _ 


Part  3.     Loans  received: 

a.  Itemized  (use  schedule  A'). 

b.  Unitemized    


Part  4.     Other  receipts  (refunds,  rebates,  interest,  etc.) : 

a.  Itemized  (use  schedule  A') 

b.  Unitemized 


Total  loans  received 


Part  6.    Transfers  in: 

Itemize  all  (use  schedule  A*) 

SECTION  B— EXPENDITUKES: 

Part  6.     Communications  media  expenditures: 
Itemize  all  (use  schedule  C*) 


Total  other  receipts 


Column  B — 

Cai*ndar  ]/ear 

to  datt 


^61,707.48 


TOTAL  RECEIPTS    $ 


125.6  70.00 


Part  7. 


Expenditures  for  personal  services,  salaries, 
and  reimbursed  expenses: 

a.  Itemized   (use  ichedule  D*) 

b.  Unitemized _ 


Total  expenditures  for  personal  services, 
salaries,  and  reimbursed  expenses 


5.. 850.00. 

$ 

850.00 
5 


Part  8. 


Loans  made; 

a.  Itemized  (use  schedule  D'). 

b.  Unitemized 


Part  9.     Non-media  and  other  expenditures: 

a.  Itemized  (use  schedule  C')- 

b.  Unitemized 


Total  loans  made 


Part  10.  Transfers  out: 

Itemize  all  (use  schedule  D'). 


Total  other  expenditures 


^14,995.50 
$  209.9  9 

ai5,205.49 


35,000.00 


TOTAL  EXPENDITURES    $L51  .055.  49- 


.15.-^  .608  .40 

t      1,000.00 
^416.315.80 


6,900.00 


284,795.16 
111,500.00 


^n"^.iq5.x& 


SECTION  C— CASH  BALANCES: 

Cash  on  hand  at  beginning  of  reporting  period. 

Add  total  receipts  (section  A  above)- 

Subtotal 

Subtract  total  expenditures  (section  B  above) . 
Cash  on  hand  at  close  of  reporting  period 


$- 


$ 


60,520. 32 

125,670.00 
T8"6,190':'3'2 


5T5i;"0"55":"49 
y"  "35,134  :g'3 


SECTION  D— DEBTS  AND  OBLIGATIONS: 

Part  IL  Debts  and  obligations  owed  tn  the  committee  (use  schedule  E») y5  JO  ,  OOP  .  00 

Part  12.  Debts  and  obligations  owed  62/ the  committee  (use  schedule  E*) S 
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SCHEDULE  A 
ITEMIZED  RECEIPTS— COiNTRIBUTIONS,  SALES   AND  COLLECTIONS,  LOANS,  AND  TRANSFERS 


American  Medical   Political  Action   Committee 


Part  No. 


(Full  Name  of  Candidate  or  Committee)  (Use  for  itemizing  Part  1,  2,  3,  4,  or  5) 

SEE  REVERSE  SIDE  FOR  INSTRUCTIONS 
(Use  separate  page(s)  for  each  numbered  Part) 


3-21-74 


Full  Name,  Mailing  Address,  and  ZIP  Code 


U.S.  Treasury  Bill 
matured 


Occup.i.tion  and  Principal  Place  of  Business,  if 
any  (If  Belf-cmployed.  alfio  check  box) 


D 


D 


AKKregate  Year-to-Date 
i 


ABffreffate  Year-to-Dale 
I 


AgirreKate  Ycar-to-Date 
i 


Amount  of  Receipt 
This  Period 


This  period 
$ 

10,000 


This  period 
$ 


n 


This  period 
$ 


Aegresate  Year-to-Date 


D 


D 


This  period 
i 


Ag^resate  Year-to-Date 
S 


This  period 
$ 


Aggregate  Year-to-Date 
$ 


D 


D 


D 


D 


D 


This  period 
$ 


AgtrreKRte  Year-to-Date 
S 


This  period 
$ 


Aggresate  Year-to-Date 
S 


This  period 
$ 


Aggregate  Year-to-Date 
S 


This  period 
$ 


Aggregate  Year-to-Date 


This  period 
$ 


AKftreyate  Venr-to-DRte 
S 


D 


This  period 
i 


Aggregate  Year-to-Date 
t 


n  .. 


TOTAL  THIS  PERIOD  _§iQ^.QOQ- 


,  r  n   :      v 
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■J 

3 


w 
a 

K 

D 

O 

z 

u 

Bu 
X 
U 

OS 

a 

X 
H 

O 

O 


Q 
U 

S 

z 

o 
z 

o 
z 

■< 

z 

o 

H 
< 
u 

z 

S 
O 

u 
a 

p 

o 
z 

w 

Q 
U> 
K 


Ot     Oh 

'  bo 

z.a 


O 

o 

c 
o 

•H 
4J 

o 

g  I 

•H 
4J 


u 


• 

ALLOCATE  EXPENDITURES 

BY  CANDIDATE 

(To  be  completed  only  by  Committees 

supporting  more  than  one  candidate) 

gka 

O 

/-^ 

(d  u  ct 

U 

<        CL.        >^ 

X 

rH 
CO 

n 

00 
■H 
rM 

-J 

O 
m 

d 

VO 

gWHw 

1IOI1U9AUOO 

jjouna 

zt: 

O   rt 

ii 
|i 

O   " 

9  3 

bo 

a  « 

pi    0) 

^1 

|»l3»dS 

|».iau»0 

XIWUJJJ 

PURPOSE  OF  EXPENDITURE 

(For  communications  media 

expenditures,  also  specify 

date(s)  of  use) 

W 
•    U) 

.-1 

O  CO 

(U    >, 
to   U 

10  a 
s:  m 

O    10 
kl    01 

3  n 

CO    10 

.   r-1 

D  rH 

•H 

iH  ca 
o 
>> 

41   H 
0)   3 
10    Ul 

x;  10 

O    0) 
3  H 

• 

w 

•    0) 

D  -1 

•H 

•H 

o 

01  u 
in  3 

(0    Ul 

x:  10 
o  <u 

3  H 
0. 

ti  Si 

c 

Occupation  and  Principal 

Place  of  Business, 

if  any 

(If  self-employed,  also 

check  box) 

a 

D 

D 

c 

a 

D 

D 

£ 

Mo 
.EU 

is 
1 

United   States 
Treasury 
4        Wash. D.C. 

United   States 
4        Treasury 

Washington, D.C. 

United   States 
Treasury 
Washington, D.C. 

<o<uo«S 

1 

n 
.-1 

1 

1 

vo 
CM 

1 

•>* 
1 

<N 

1 

O 
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SCHEDULE  D 
ITEMIZED  EXPENDITURES— PEUSONAL  SERVICES,  LOANS,  AND  TRANSFERS 


American  Medical   Political  Action  Committee 


(Full  Name  of  Candidate  or  Committee) 

SEE  REVERSE  SIDE  FOR  INSTRUCTIONS 
(Use  separate  page(s)  for  each  numbered  Part) 


Part  No.  _     _ 
(Use  for  itemizing  Part  7,  8,  or  10) 


Date  (month, 

Occupation  and  Principal  Place  of  Bu.inraa,  if 

Amount  of  Expenditure 
This  Period 

day,  year) 

AnrcVBt*  YMr-to-Datc 

t 

3-17-74 

Jesse  Helms                                U.S.    Senator 

This  period 

* 

U.S.    Senate 

Washington,    D.    C.                   D 

Af  vTvcsU  Ymr-to-Diite 

1 

500 

4-1-74 

Lewis  Kahn,  (Consultant)               Asst.  Administirator 

8342  N.  Central  Park                    Crestwuod  Heights  Nursing  Cen 

This  period 

S)cokie,  Illi«.is     60076            ^UtJ^?lf° 

Vi^mte  Yrar-to-Dfttc 

'     1.400 

350 

■ 

This  period 

a 

Acrrccatc  Yc«r-to-Dfttc 

1 

This  period 

D 

» 

1 
• 

This  period 

$ 

D 

AnrcsmU  Y«ar-lo>DBU 

1 

t 

This  period 
t 

□ 

Arrrrvatc  Y«mr-to-Dat« 
1 

This  period 

D 

Acrrrsatc  Ycar-to-Dat« 
> 

This  period 

* 

D 

Atrrvvatc  Yt«r-to-Date 
< 

. 

This  period 

□ 

Agrrcsatc  Ycftr-to-Dau 

t 

This  period 

a 

Anrctatc  Ycar-to-DaU 
t 

This  period 
i 

D 

AxsrecaU  Ycmr-to-Date 
< 

TOTAL  THIS  PERIOD      ^    850.00 
(J .n^f  pin-o  nf  tln\  Part  nnlv) 
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SCHEDULE  D 
ITEMIZED  EXPENDITURES— PERSONAL  SERVICES,  LOANS,  AND  TRANSFERS 

American  Medical   Political  Action  Coimnittee  „ l  vr.      10 


Part  No. 


(Full  Name  of  Candidate  or  Committee)  (Use  for  itemizing  Part  7,  8,  or  10) 

SEE  REVERSE  SIDE  FOR  INSTRUCTIONS 
(Use  separate  page(s)  for  each  numbered  Part) 


Date  (month, 
day,  year) 


3-19-74 


Texas  Medical  Political 
Action  Committee 
1905  N.  Lamar  Blvd. 
Au&tin,  Texas  78705 


Full  Name,  Mailing  Address,  and  ZIP  Code 


Occupation  and  Princiral  Plnc«  of  Bu^invM,  if 
may  (If  ■eif.«mpioyc<l,  »iao  chrcli  box) 


AtKTvsatc  Ycanto-DJiU 
t 


AssrcKatc  Ycftr-to-DaU 
I 


Amount  of  Expenditure 
This  Period 


This  period 

19,500.00 


(earmarked  for 
James  M.  C  ollins  (R)  3r(jl  CD.  $2,000 
Alan  Steelman  (R)  5th  COw-i  $2,000 
J.J.  PJreklo  (D)  10th  C.DJ   $2,000 


This  period 
i 


Agsrtstt*  Ycar-to-Dat« 
t 


W.R.Poage     (D)     11th    CD.     ^1,000 

Robert  Price  (R)  $2J000  -  13th  CD. 
Omar  Burleson  (D)  17th  C<[>ti  $4,000 
Nelson  Wolff  (D)  2l9t  C.l^.   $2,500 


This  period 


Agmrtghit  Yc«r-to-Dktc 


Abraham  Kazen  (D)  23rd  CJD.   $1,000 
Bob  Casey  (D)  22nd  CD.  ^2,000 
Dale  Milford  (D)  24th  C.t).^   $1,000 


This  period 


Assnfntc  Year-U>-Dat« 
( 


3-26-74 


3-29-74 


4-3-74 


Nevada  Med. Political  Action  Comm. 
3660  Baker  Lane  ■ 

Reno,  Nevada  89502       !  p, 
earmarked  for;  David  ToWeK — {K)— 


AitffTcsftte  Year-to-Datc 
t 


This  period 

5,000.00 


At  Large   District 


This  period 
S 


a 


A<vrcg«t*  Ycftr>to-Dat« 
i 


Michigan  Political  Actiori  Comm. 
Box  769  i 


Lansing,  Michigan  48823 
— eajHnar-ked  for ; 


i  □ 


Atgr9S»t»  Ycnr-to-Dntc 
I 


This  period 

i 

5,000.00 


James  M.    Sparling,    Jr.     (R)    8th  CD. 


This  period 
t 


AsmsaU  Ycar-to-Datc 


Alabama  Medical  Political] 

Action  Committee       i 

19  S.  Jackson  St.         i 

=>ma  361011)- 


D 


earmarked  for:  James  B.Al'len  (D)  Senator 


Assregate  Ycftr-to-Datc 
I 


This  period 

i 

5,000.00 


This  period 


\  D 


Atgrvsalc  Ycsr-to-Datc 
< 


4-3-74 


Texas  Medical  Pol. Action  Comm. 
1905  N.  Lamar  Blvd.       i 
Austin,  Texas  78705 


This  period 


.ld 


^axina  rJt  ed-f  o  tt-Wrig  ht-l^thwin— (-D)- 
1st  CD. 


AsBrvsato  Ycar-U>-Dat« 
I 


500.00 


TOTAL  THIS  PERIOD 

n  'yf  (iT^o  of  flii*;  Pnrt  oTilv> 


$35,000.00 
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SCHEDULE  E 

DEBTS  AND  OBLIGATIONS 

American  Medical  Political  Action  Committee 
(Full  Name  of  Committee) 


Part  No. 


11 


(Use  for  itemizing  Part  11  or  12) 


SEE  REVEPvSE  SIDE  FOR  INSTRUCTTIONS 
(Use  separate  paKe(s)  for  each  numbered  Part) 


Date  Incurred 

(month,  day, 

year) 

Full  Name,  MailinK  Address,  and  ZIP  Code 
(occupation  and  principal  place  and  business,  if  any ) 

Amount  of 
Original  Debt, 
Contract,  Agree- 
ment, or  Promise 

Cumulative 
Payment 
To  Date* 

Outstandinfi: 
Balance 
at  Close 
of  This 
Period 

3-3-71 

U.S.    Treasury  Notes 

35,000 

6-6-73 

7-9-73 

9-27-73 

in-n-7T 

U.S.    Treasury  Bills 

U.S.    Treasury   Bills 
U.S.    Treasury   Bills 
U.S.    Treasury  Bills 

20,000 
105,000 

40,000 
100,000 

3-4-74 

Certificate  of  Deposit 

140,000 

3-4-74 
3-13-74 
3-26-74 
4-7-74 

U.S.    Treasury  Bills 
U.S.    Treasury   Bills 
U.S.    Treasury   Bills 
U.S.    Treasury   Bills 

30,000 
50,000 
20,000 
50,000 

•IndlcBtf  if  lh,f  debt 
fortivcn  or  e 

'^.t^luT'""  '"                      TOTALS  THIS  PERIOD 
(Last  page  of  this  Part  only) 

S590.000 

•• 

RfvisoH  JnntiNrr  nn4. 


Page 


••Curry  oulslAiidinK  biil«nr»r  only 
to  aiipropriatc  purl  of  lummary. 
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STATfc  OF  1  EXAS 
OFFICE  OF  THE  SECRETARY  OF  STATE 

AL'SIIN    TEXAS  78711 
Mark  W    While   Jr  Bruce  Hu,;liiy 

SECRETARY  Of  ST«ie  OctobeT    12,      1973  »SS'  SECBElAr.»  m  si«if 


CAMPAIGN  CONTRIBUTIONS  AND  EXPENDITURE  DIRECTIVE 
(Pursuant  to  House  Bill  No.    4,    63rd  Legislature) 

Jhis  directive  is  promulgated  in  order  to  fulfill  the  responsibility  imposed  upon  the 
Secretary  of  State  by  Subdi\'ision  1  Article  1.  03  Texas  Election  Code  to  "obtain  and 
in;iintain  uniformity  in  the  application,    operation  and  interpretation  of  the  election 
laws."    This  directive  supersedes  the  prior  directive  of  this  office  and  should  be  read 
m  conjunction  with  House  Bill  4. 

This  directive  is  organized  by  the  following  sections: 

I.  General  Statement  of  Certain  Basic  Requirements 

II.  Definitions 

III.  Requirements  for  Persons  Concerning  their  Contributions  and  Expenditures 

A.  Contributions 

B.  Expenditures 

C.  Personal  Services 

I\  .       Requirements  Common  to  Candidates  and  Political  Committees 

A.  Appointment  of  Campaign  Manager 

B.  Records  and  Sworn  Statements 

\  .         Specific  Requirements  for  Candidates  Concerning  Campaign  Contributions 

and  Expenditures 
\'I.       Specific  Requirements  for  Political  Committees  Concerning  Campaign 

Contributions  and  Expenditures 
\'ll.      Speci?il  Guidelines  Relating  to  Continuing  Political  Committees 

VIII.  Authori/c(l  Expenditures  and  Contributions 

IX.  Fund-R:n>mg  Dinners  and  Events 

X.  Report! riji  Krquirements  for  Retiring  Campaign  Debts  Incurred  in  Campaigns 
Prior  l(,  June  14,    1973 

XI.  Political    ''.ilvertising 

XII.  Penaltit- 

I.  GENERAL  STATEMENT  OF  CERTAIN  BASIC  REQUIREMENTS 

By  virtue  ol  the  Ul73  amendments  to  Chapter  14  of  the  Texas  Election  Code,    (House 
Bill  4),    cerlain  landidates  and  political  committees  alike  are  subject  to  the  following 
duties: 

1.  Fili.is  written  designations  of  campaign  managers, 

2.  KecpiiiL;  accurate  records  of  contributions  and  expenditures, 
incluclmg  the  complete  name,   address,   date,   and  amount  of  contribu- 
tion- and  expenditures  in  excess  of  $10,    and 

3.  Filint!  sworn  statements  with  the  appropriate  officials. 

The  provisions  concerning  contributions  and  expenditures  are  applicable  to  every  election 
to  nominate  or  elect  a  candidate  to  puilic  office  except  for  elections  for  the  office  of 
Presidential  Elector.     Party  offices  are  not  subject  to  such  provisions.     The  provisions 
concerning  political  advertising  are  applicable  to  every  election  including  elections  to 
the  office  of  Presidential  Elector  and  party  offices. 

II.  DEFINITIONS 

"'Candidate'  is  amy  person  who  has  knowingly  and  willingly  taken  affirmative 
action  for  the  purpose  of  seeking  nomination  for  an  el-^ction  to  any  pujlic  office 


385 


which  is  required  by  law  to  be  dclermineJ  by  an  election.     '(Art.   14.01(b),   Vernon's 
Texas  Election  Code) 

Tliese  are  oxamplos  of  "affirmative    action"  which  trigger  the  record  keeping 
requirements.     They  are  not  exclusive. 

1.  Filing  of  application  for  a  position  on  a  ballot. 

2.  Filing  of  application  for  nomination  by  a  convention,   under  Art.   13.47(a) 
of  the  Texas  Election  Code. 

3.  Independent  candidate's  declaration  of  intent  under  Art.    13.47(a)  of  the 
Texas  Election  Code. 

4.  Public  announcement  of  a  definite  intent  to  run  for  office  at  a  particular 
election,   either  with  or  without  designating  the  specific  office  to  be  sought. 

5.  Statement  of  definite  intent  and  solicitation  of  support,   through  letters  or 
other  modes  of  communication,   prior  to  a  public  announcement. 

6.  Acceptance  of  a  contribution  for  use  in  a  future  election. 

The  mere   filing   of  a  designation  of  a  campaign  manager,    in   the  absence  of 
other  affirmative  action,   is  not  affirmative  action. 

"'Contribution'  is  any  advance,   deposit,   or  transfer  of  funds,   goods,   ser- 
vices,  or  anything  of  value  to  any  candidate  or  political  committee  involved 
in  an  election.  "  (Art.  14.01(c),   Vernon's  Texas  Election  Code) 

"'Public  office'  is  defined  as  any  office  created  by  or  under  authority  of 
the  laws  of  the  United  States  or  of  this  State,   that  is  filled  by  the  voters. ' 
(Art.   14.01(f),   Vernon's  Texas  Election  Code) 

"'Expenditure'  is  defined  as  any  payments  made  or  debts  and  obligations 
incurred  by  a  candidate  or  political  committee  involved  in  an  election.  " 
(Art.    14.01(d),   Vernon's  Texas  Election  Code) 

House  Bill  4  deals  with  expenditures  in  accordance  with  three  categories: 

(1)  campaign  expenditures  are  dealt  with  in  Art.    14.03,    Vernon's  Texas 
Election  Code  (see  page  7  of  this  Directive),   are  subject  to  the  record  keeping  pro- 
visions of  the  Act  and  may  be  reportable, 

(2)  expenditures  involved  in  a.T  election  are  subject  to  the  record  keeping 
provisions  of  the  Act  and  may  be  reportable, 

(3)  expenditures  not  involved  in  an  election  do  not  constitute  expenditures 
within  the  meaning  of  House  Bill  4  and  are  not  subject  to  the  provisions  of  House 
Bill  4, 

"'District  office'  is  defined  as  any  office  of  the  federal  or  state  government, 
less  than  state-wide,   which  is  to  be  filled  by  the  choice  of  the  voters  residing 
in  more  than  one  county.  ''  (Art.   14.01(h),   Vernon's  Texas  Election  Code) 

"'County  office'  is  defined  as  any  office  of  the  federal,   state,   or  county 
government  which  is  to  be  filled  by  the  choice  of  the  voters  residing  in 
only  one  county  or  less  than  one  county.  "  (Art.   14.01(i),   Vernon's  Texas 
Election  Code) 

Note  that   several  offices   such  as  State  Representative,    may  either  be  a 
District  office  or  a  County  office,   depending  upon  whether  such  office  is  to  be 
filled  by  the  choice  of  voters  residing  in  only  one  county  ur  residing  in  more  than 
one  county. 
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"'  fwunicipal  office'  is  defined  as  any  office  of  any  incorporated  city,  town, 
or  village  which  is  to  be  filled  by  the  choice  of  the  voters  .  "     (Art .   14 .  01  (j) , 
Vernon's  Texas  Election  Code) 

"'Office  of  a  political  subdivision'  is  defined  as  any  office  of  any  political 
subdivision  of  this  state  which  is  organized  as  a  body  politic  and  has  a 
governini^  body,   except  counties,   cities  , towns  and  villages,  which  is  to 
be  filled  by  the  clioice  of  the  voters  residing  in  that  subdivision."  (Art.    14.01 
(k),   Vernon's  Texas   Election  Code) 

"'Measure'  is  defined  as  any  proposal  submitted  to  the  people  for  their 
approval  or  rejection  at  an  election,  including  any  proposed  law.   Act  or 
part  of  an  Act  of  tlie  legislature,   revision  of  or  amendment  to  the  consti- 
tution,  local,  special,  or  municipal  legislation  or  proposition  or  ballot 
question."  (Art.    14.01(1),    Vernon's  Texas  Election  Code) 

"'Person'  is  defined  as  an  individual,   corporation,   partnership,  labor 
union,  or  any  unincorporated  association,   firm,   committee,   club,  or 
other  organization  or  group  of  persons  including  any  group  of  persons 
associated   with  a  political  party  or  element  thereof."  (Art.    14.01(m), 
Vernon's  Texas   Election  Code) 

"'  Political  committee'  is  defined  as  any  group  of  persons  formed  to  collect 
contributions  or  make  expenditures  in  support  for  or  in  opposition  to  a 
candidate  or  measure  to  be  on  a  ballot  in  a  public  election .  "  (Art .   1 4  .  01  (n) , 
Vernon's  Texas   Election  Code) 

Entities  which  are  formed  to  collect  contributions  or  make  expenditures  in  support 
for  or  in  opposition  to  candidates  or  measures  to  be  on  ballots  are  "political 
committees."     The  fact  that  the  identity  and/or  number  of  such  candidates  or 
measures  has  not  been  determined  at  the  time  of  the  formation  of  any  said  com- 
mittees does  not  exclude  it  from  the  definition  of  "political  comm.ittee"  and 
coverage  by  the  applicable  requirements. 

l^olitical  parties  are  not  political  committees  unless  they  collect  contributions  or 
make  expenditures  for  or  in  opposition  to  candidates  or  measures  to  be  on  ballots. 

III.    Ri:c;(  i.:i::,iE.\TS  for  persons  concerning  their  contributions 

^^■2"'  '  I 'l^^^'DITURES. 

A.   Coiii  -liiutions; 
Individual.^  (ii  itural  persons)  may  make  campaign  contributions  or  loans  to 
candidates  .iiui  political  committees.     House  Bill  4  does  not  limit  amounts  of 
such  contri'uil  ions  .     Such  contributions  are  reportable  by  the  candidate  or 
political  co^i'r.uttee  as  specified  elsewhere  in  this  directive.     However,  the 
contributor  should  carefully  note  that  he  is  responsible  to  see  that  any  contribu- 
tions   a,';LM  I     .iting  m.ore  than  $100  for  any  one  election  are  reported.     In  the 
event  neiti;ir  Uie  candidate,  or  political  committee,  nor  the  contributor  properly 
report  thi      •  .itribution,   civil  liability  is  provided  for  the  contributor  for  double 
the  amount  .ii  such  unreported  contribution  or  loan.     Except  where  prohibited  by 
law,   other  ciilities  besides  individuals  within  the  definition  of  person  may  make 
contributions  and  are  subject  to  the  above  provisions. 

This  report ut;  requirement  relates  to  each  separate  election.     A  contributor  may 
contribute  a  total  of  $300  in  $100  increments  without  acquiring  the  duty  to  determine 
whether  or  not  the  candidate  or  political  committee  has  reported  the  contribution. 
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B.  Expenditures: 

Pursuant  to  Article  14.04(b)  an  individual  not  acting  in  concert  with  any  person  may 
expend  up  to  $100  of  his  own  funds  to  aid  or  defeat  any  candidate  or  measure  where 
the  sum  is  not  to  be  repaid  to  him.     Such  expenditures  do  not  have  to  be  reported  as 
campaign  contributions  or  expenditures  by  any  person  or  committee.     This  limit 
relates  to  each  separate  campaign  (primary,    runoff,   general  election).     For 
example,   a  total  of  $300  may  be  so  expended  in  $100  increments  if  properly   spaced 
over  the  entire  campaign. 

An  individual  may  make  direct  expenditures  in  support  of  or  against  candidates  for 
as  many  different  offices  as  an  individual  chooses,  but  the  total  of  the  expenditures 
in  behalf  of  any  one  candidate  must  not  exceed  $100  in  any  one  election. 

If  an  individual  not  acting  in  concert  with  another  person  expends  personal  funds 
in  support  of  a  slate  of  candidates,   he  is  limited  to  $100  in  total  expenditures  for 
such  slate,   regardless  of  the  number  of  candidates  on  the  slate  in  any  one  election. 

C.  Personal  Services: 

An  individual  may  contribute  his  own  personal  services  and  personal  traveling 
expenses  to  aid  or  defeat  any  candidate  or  measure  if  he  is  either  not  compensated 
or  reimbursed  therefor.     Such  services  and  expenditures  are  not  required  to  be 
reported.     The  Act  does  not  limit  the  value  of  such  personal  services  and  traveling 
expenses. 

IV.     REQUIREMENTS  COMMON  TO  CANDIDATES  AND  POLITICAL  COMMITTEES. 

A.     Appointment  of  Campaign  Manager 

Before  any  contributions  can  be  accepted  or  any  expenditure  in  an  election  can  be 
made,   every  candidate  and  every  political  committee  must  designate  a  campaign 
manager  by  a  written  appointment  or  appointments  filed  with  the  proper  official(s), 
as  follows: 

State  or  district  office,    measure Secretary  of  State 

County  office,    measure County  clerk 

Municipal  office,    measure City  secretary  or  clerk 

Other  political  subdivisions Secretary  or  clerk  of 

(  See  definitions  on  page  2)  governing  body 

A  candidate  may  designate  himself  as  campaign  manager. 

Termination  of  the  appointment: 

The  designated  campaign  manager  continues  as  such  and  is  subject  to  the  require- 
ments of  House  Bill  4  until  one  of  the  following  events  occurs: 

(1)  the  designated  campaign  manager  files  a  written  resignation  with  the 
same  official(s)  with  whom  his  original  designation(s)  was  (were)  filed  and  notifies 
the  candidate  or  political  committee  which  appointed  him, 

(2)  a  designation  of  a  successor  campaign  manager  is  filed  in  the  manner 
provided  for  the  original  designation(s),   or 

(3)  the  status  of  campaign  manager  is  terminated  by  operation  of  law. 
Examples  of  termination  by  operation  of  law  are:    death,   judicial  declaration  of 
incompetence  and  the  completion  of  the  duties  of  a  campaign  manager  pursuant  to 
the  provisions  of  House  Bill  4.     Except  for  a  continuing  political  committee,   the 
appointment  of  a  campaign  manager  by  a  candidate  or  by  a  political  committee 
supporting  or  opposing  a  candidate  is  for  the  duration  of  the  campaign  in  the  election 
or  elections  involved  for  the  particular   term  of  office  which  the  candidate  is  seeking, 
and  for  whatever  further  period  of  time  is  necessary  to  wind  up  the  financial  affairs 

of  the  particular  campaign.     Only  one  designation  of  a  campaign  manager  is  necessary 
for  a  candidate  in  a  general  primary  of  a  political  party,    who  is  on  the  party's  run- 
off primary  ballot  and  who  is  on  the  general  election  ballot  as  the  party's  nominee 
for  the  office  sought.     The  appointment  ends  by  operation     of  law  when  the  candidate 
files  his  final  sworn  statement  for  the  term  of  office  sought  in  those  elections. 
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\<.       Records  and  Sworn  Statements 

1.  Requirement  to  keep  records: 

'  l.ach  candidate  and  campaign  manager  of  a  political  committee  is  hereby  required 
1(1  keep  an  accurate  record  of  all  gifts  or  loans  of  money  or  other  things  of  value 
I  ii-.ived,    and  of    all  gifts,   loans,    and  payments  made,   and  of  all  debts  incurred.  " 
'  \rticle  14.  08,    Vernon's  Texat   Election  Code). 

2.  Requirement  to  file  Sworn  Statements- 

I  rmpposed  candidates  and  political  committees  not  active  in  an  election  are  not 

ri  i|uircd  to  file  sworn  statements. 

"Each  opposed  candidate  and  each  political  committee  active  in  an 
election  concerning  a  candidate  or  measure  shall  file  a  sworn  state- 
ment at  each  time  required  in  the  schedule  below."  (Article  14.  08(b*, 
Vernon's  Texas  Election  Code) 

I  hi    statements  shall  be  filed  with  the  same  authorities  as  required  for  the  filings 
111  ilcsignations  of  campaign  managers.     The  sworn  statements  must  include  all 
1  nnl  ributions  received  and  all  expenditures  made  by  the  candidate,    campaign 
manager,    and  assistant  campaign  managers   in  elections. 

I  ;uh  statementshall  include  the  dates  and  amounts  of  all  contributions  and  loans 

II  c-oived,    and  the  full  name  and  complete  address  of  each  person  from  whom  money 
ur-  any  thing  of  value  in  an  aggregate  amount  of  more  than  $10  has  been  received 

(ir  borrowed  and  the  date  and  amount  of  each  contribution  or  loan. 

lari.  .statement  shall  also  include  the  dates  and  amounts  of  all  election  expenditures, 
ici.ins      lade,    or  debts  incurred  in  addition  to  the  full  names  and  complete  addresses 
111'  all  per<-ons  to  whom  any  expenditures,   or  loans  of  more  than  $10  were  made  or 
(1(  ht     of  more  than  $10  is  owed.     The  statement  shall  also  include  thp  purpose  of 
Miih  expenditure.^. 

riic  name^-  of  .ms   individual  contributing  $10  or  less  in  each  reporting  period  need 
nol  appear  on  :h.-  ^  v  orn  statement.     If  a  person  makes  tv/.:i  contributions  in  one 
ii'porting  poriiiil,    and  the  .second  contribution  brings  the  aggregate  amount  to  more 
ihan  $10,    the  i  cports  may  show  the  latest  date  and  the  aggregate  amount  to  avoid 
reporting  thi-  ( mil  ribution  twice. 

\  iiluntary  unrr ; ailiursed  personal  services  and  traveling  expense?  do  not  have  to 
bi'  reported. 

Direct  personal  expenditures  of  an  individual  not  acting  in  concert  with  any  person 
uf  $100  or  lcs>  ,    need  not  be  reported. 

When  a  political  ((immittee  transfers  funds  in  a  reporting  period  to  a  candidate, 
(lie  committee  r.purtfc  the  disbursements  on  the  expenditures  form.     If  the  transfer 
is  in  excess  of  SIO,    the  candidate  reports  the  name  and  address  of  the  committee, 
and  the  naine  and  address  of  the  campaign  manager  of  the  political  committee,   and 
the  date  and  amount  of  the  contribution. 

Each  political  committee  receiving  contributions  or  making  expenditures  on  behalf 
of  candidates  must  notify  the  candidate  of  the  name  and  address  of  the  political 
committee  and  its  campaign  manager.     The  candidate  must  include  in  each  of  his 
filings  this  list  of  each  political  committee  and  campaign  manager. 
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\-      SPECIFIC  REQUIRKIV.ENTS  FOR  CANDIDATES  CONCERNING  CAMPAIGN 
CONTRIBUTIONS  AND  EXPENDITURES. 


Candidates  must  file  the  designation  of  campaign  manager  with  the  appropriate 
authority  before  accepting  any  contribution  or  making  any  expenditures  for  an 
election . 

Candidates  must  file  sworn  statements  which  include  information  concerning 
their  contributions  and  expenditures  involved  in  an  election. 

ICach  statement  shall  include  the  dates  and  amounts  of  all  contributions  and  loans 
received  and  the  full  name  and  complete  address  of  each  person  from  whom  money 
or  anvthing  of  value  in  an  aggregate  amount  of  more  than  $10  has  been  received  or 
borrowed  in  the  reporting  period. 

lOach  statement  shall  include  the  dates  and  amounts  of  all  expenditures,  loans 
n.ade,  cr  debts  incurred  in  an  election,  the  full  names  and  complete  addresses 
of  all  persons  to  whom  any  such  expenditures  are  made  or  loans  are  owed  which 
exceed  $10  in  the  reporting  period.     In  addition,  the  statement  shall  also  include 
the  purpose  of  such  expenditures,   loans  and  debts. 

If  a  candidate  in  a  former  campaign  decides  to  again  become  a  candidate  for  public 
office,  he  must  file  a  new  appointment  of  a  campaign  manager  before  he  accepts 
any  contributions  or  makes  any  expenditures  for  the  new  campaign. 

Any  candidate  who  was  unopposed  in  a  primary  election  is  not  required  to  file 
sworn  statements  at  the  times  required  for  any  candidate  who  was  opposed  in  the 
primary  election.     However,   if  such  a  candidate  is  then  opposed  in  the  genei-al 
election,  he  must  include  in  the  first  statement  required  relative  to  the  general 
election  all  information  that  would  have  been  reportable  in  statements  relative 
to  the  primary  had  the  candidate  been  opposed  in  the  primary.     The  same  reporting 
requirements  are  applicable  to  any  candidates  who  utilize  any  other  nominating 
procedure  authorized  by  the  Texas  Election  Code. 

VI.     SPECIFIC  REQUIREAiENTS  FOR  POLITICAL  COMMITTEES  CONCERNING 
CAMPAIGN  CONTRIBUTIONS  AND  EXPENDITURES . 

The  campai.;n  n-.anager  of  a  political  committee  must  file  the  name  of  its  campaign 
manager  wilii  ihc  appropriate  authority  before  he  accepts  any  contribution  or  makes 
any  expend  it  m  i-.s  for  an  election. 

The  statemei'.l.s  filed  by  the  campaign  manager  of  a  political  committee  shall  list 
all  contrihutim.s  received  and  expenditures  made  in  an  election  by  the  committee. 
Each  statement  .shall  include  the  dates  and  amounts  of  all  contributions  and  loans 
received,  and  ihe  full  name  and  complete  address  of  each  person  from  whom  money 
or  anything  i>l   value  in  an  aggregate  amount  of  more  than  $10  has  been  received  or 
borrowed  in  tne  reporting  period. 

Each  staten^eni  shall  include  the  dates  and  amounts  of  all  expenditures,   loans  made, 
or  debts  incui:  cd  in  an  election  and  the  full  names  and  complete  addresses  of  all 
persons  to  whoin  any  such  expenditures  are  made  or  loans  are  owed  which  aggregate 
more  than  $'0  m  the  reporting  period.     In  addition,  tlie  statement  shall  also  include 
the  purpose  of  such  expenditures,   loans,   and  debts. 

VTI.     GUIDEI.L-.ES  RELATING  TO  CONTINUING  POLITICAL  COMMITTEES. 

Continuing  political  committees  should  follow  these  guidelines: 

(1)    File  a  designation  of  the  campaign  manager  with  the  appropriate  official(s). 
There  can  be  only  one  campaign  manager  for  any  political  committee.     If  the 
committee  will  give  to  multiple  candidates  at  different  governmental  levels  as 
defined  by  the  Act,  the  committee  should  make  the  additional  designation  as  soon 
as  it  becomes  apparent  that  it  will  contribute  to  a  candidate  in  that  particular 
political  subdivision.     For  example,   if  a  Political  Action  Committee  knows  that 
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it  will  be  giving  to  a  ceindidate  for  the  State  Senate  or  the  House  of  Representatives 
whose  district  is  composed  of  si'veral  counties,   then  it  must  designate  a  campaign 
manager  with  the  Secretary  of  State  before  collecting  any  contributions  or  making 
any  disbursements  to  candidate  ;.     Hov/ever,   prior  to  making  any  expenditures  to 
or  in  behalf  of  any  candidate  or  measure  for  which  a  filing  of  designation  of  cam- 
paign manager  is  required  with  some  official  other  than  the  one  with  whom  the 
filing  has  been  made,   the  campaign  manager  of  a  continuing  political  committee 
must  file  the  designation  of  campaign  manager  with  the  official  with  whom  the 
designation  has  not  been  made. 

(2)  Keep  an  accurate  record  of  all  contributions  and  expenditures  no  matter 
what  the  amount.     Political  committees  will  be  required  to  report  contributions 
and  expenditures  whether  their  candidate(s)  is  (are)  opposed  or  not. 

(3)  Each  political  committee  receiving  contributions  or  making  expendi- 
tures on  behalf  of  one  or  more  specific  candidates  must  notify  the  candidate  as 

to  the  name  and  address  of  the  political  committee  and  its  campaign  manager.     The 
candidate  must  include  in  his  filing  this  list  of  each  political  committee  and  campaign 
manager. 

(4)  Sworn  statements:    a)    the  first  filing  of  sworn  statements  is  triggered 
by  an  election.     It  is  not  necessary  to  make  any  filing  until  the  first  statement 
required  for  an  election  in  which  a  candidate  or  a  measure  which  such  committee 
supports  appears  on  the  ballot.     The  first  filing  should  include  the  amount  of  money 
on  hand  as  of  June  14,  1973  (the  effective  date  of  the  Act),  if  any.     It  should  then 
list  each  contribution  received  and  expenditure  involved  in  an  election  made  on  or 
after  June  14,  1973;  b)    see  the  applicable  statutory  provisions  for  all  filing  dead- 
lines. 

VIII.       AUTHORIZED  EXPENDITURES  AND  CONTRIBUTIONS. 

A.     Expenditures: 

"No  candidate,   political  committee,    campaign  manager  or  assistant  campaign 
manager  shall  himself  or  by  any  other  person,   directly  or  indirectly,   make  or 
authorize  any  other  person  to  make  any  campaign  expenditure  except  for  the 
following  purposes,   only,   to  wit: 

(a)  For  the  traveling  expenses  of  the  candidate,   campaign  manager,   or 
assistant  canipiign  manager,  or  of  a  secretary  for  such  candidate. 

(b)  The  payment  of  fees  or  charges  for  placing  the  name  of  the  candidate 
upon  the  ballot,   and  for  holding  and  making  returns  of  the  elections. 

(c")    The  hire  of  clerks  and  stenographers  and  the  cost  of  clerical  and 
stenographic  wo-k. 

(d)  Telegraph  and  telephone  tolls,  postage,   freight  and  express  charges. 

(e)  Printing  and  stationery. 

(f)  Pro>  uring  and  formulating  lists  of  voters,  making  canvasses  of  voters, 
and  employing  watchers. 

(g)  Office  I  ent. 

(h)    Newspaper  and  other  advertising  and  publicity. 

(i)    AdvtiLising  and  holding  political  meetings,   demonstrations,   and  conven- 
tions,  and  payment  of  speakers  and  musicians  therefor. 

(j)    Employing  as  counsel  attorneys  licensed  in  this  State  and  expenses  of 
election  contests  and  recounts. 

(k)    For  the  traveling  expenses  and  salaries  of  all  necessary  campaign  staff 
in  the  lawful  execution  of  their  duties. 

Any  campaign  expenditure  by  any  candidate  or  political  committee,  campaign 
manager  or  assistant  campaign  manager,   except  for  the  above  purposes  is 
expressly  prohibited  and  declared  to  be  unlawful.  "  (emphasis  added)  (Article  14.03, 
Vernon's  Texas  Election  Code) 
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A  political  committee  may  make  contributions  to  a  candidate  or  candidates  and  to 
a  political  committee  or  committees.     Such  contributions  are  reportable  pursuant 
to  Article  14.08(b)  and  14.08(c)  as  expenditures  of  the  committee.     Such  contri- 
butions must  also  be  reported  as  contributions  received  by  the  candidate. 

A  candidate  or  political  committee  may  expend  funds  to  retire  any  lawfully  created 
debt. 

Article  14.03(a)  through   (k)  is  an  exclusive  listing  of  lawful  campaign  expenditures, 
as  distinguished  from  other  lawful  (non-campaign)  expenditures. 

B.      Certain  Contributions  Prohibited: 

No  corporation  can  make  campaign  contributions   to   support   a     candidate 
or   political    measure    excepting    certain    corporations    such    as    may    be 
permitted  in  Article  213  of  tlie  Penal  Code  of  Texas,    1925.     A  corporation  may 
make  a  loan  to  a  candidate  for  campaign  purposes  if  the  corporation  is  legally 
engaged  in  the  business  of  lending  money  and  has  conducted  such  business  continu- 
ously for  more  than  one  year  prior  to  the  making  of  such  loan,    provided  that  the 
loan  is  made  in  due  course  of  business  and  is  not  directly  or  indirectly  a  contribu- 
tion.    However,    such  a  loan  may  not  be  made  to  a  political  committee.     It  is  permis- 
sible for  corporations  to  make  loans  to  candidates  or  political  committees  if  the 
proceeds  are  not  to  be  used  to  aid  or  defeat  the  nomination  or  election  of  any  candi- 
date or  to  aid  or  defeat  the  approval  of  any  political  measure  submitted  to  a  vote 
of  the  people  of  this  state  or  any  subdivision  thereof. 

A  candidate  or  political  committee  shall  not  accept  a  contribution  of  more  than  $500 
from  any  out-of-state  political  committee  unless  accompanied  by  a  written  statement 
which  sets  forth  the  full  name  and  complete  address  of  each  person  who  contributes 
more  than  $100  of  the  contribution.     A  correct  copy  of  such  written  statement  should 
be  included  with  the  sworn  statement  filed  with  the  appropriate  official  by  the 
campaign  manager  of  the  political  committee  or  the  candidate. 

IX.  FUND  RAISING  DINNERS  AND  EVENTS 


Monies  colUricd  for  candidates  through  fund  raising  dinners  and  other  political  events 
should  bo  show  11  as  income  from  the  sales  of  tickets  when  listing  the  contributions; and 
expenses  <.>'.  I'n-  dinner, or  event, should  be  listed  as  expenditures  (rather  than  show  net 
income  from     Ik    event).  If  the  price  of  the  ticket  or  tickets  sold  to  an  individual  in 
a  reportin;j  |n  i-iod  exceeds  ?10,    then  the  full  name  and  address  of  the  purchaser  is 
required  id  .A'  reported. 

X.  RFI'OI!  I'lNG  REQUIREMENTS  FOR  RETIRING  CAMPAIGN  DEBTS  INCURRED 
IN  CAMl^AIGNS  PRIOR  TO  .1UNK  14.    1973 

Records  mu-^i  be  kept  on  all  contributions  received  after  June  14,    1973  even  if  they  are 
used  to  i-oiin    previous  campaign  debts.     Reports,    however,   are  required  only  con- 
cerning an>   (  wiitributions  which  will  be  used  for  any  future  campaign.     Any  contri- 
butions to  lu'  used  for  a  future  campaign  must  be  reported  on  the  candidate's  first 
filing  prior  tu  an  election  in  which  he  is  a  candidate  and  similarly  on  a  political 
committee's  first  filing  when  it  has  made  a  disbursement.  (Art.    14.08(h)(1),    Vernon's 
Texas  Election  Code) 

XI.  POLITICAL  ADVERTISING 

"(b)    No  political  advertising  shall  be  accepted  for  printing,   publication,   or 
broadcasting  unless  a  copy  of  the  matter  to  be  printed  or  published,    signed  by  the 
individual  contracting  therefor  and  showing  his  full  address  and.   if  he  is  acting  as 
an  agent,   showing  also  the  name  of  the  candidate,   political  committee,   or  business 
entity  he  represents,   is  deposited  with  the  printer,   publisher,   or  broadcaster  accept- 
ing the  advertising.     The  person  accepting  the  advertising  shall  preserve  the  signed 
copy  for  a  period  of  one  year  after  the  date  of  the  election  to  which  the  advertising 
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relates,   and  shall  permit  any  interested  individual  to  inspect  the  signed  copy  at  any 
time  during  business  hours,  but  only  after  the  advertising  has  been  printed,   published, 
or  broadcast.     Such  advertising  shall  be  labeled  as  political  advertising  in  the 
advertisement  as  printed,   published,   or  broadcast.     Any  printed  or  published  political 
advertising  shall  also  have  printed  on  it  the  name  and  address  of  the  printer  or 
publisher  and  the  person  paying  for  the  advertising.  " 

"Any  individual,   firm,   or  corporation  who  violates  the  provisions  of  this 
Section  shall  be  guilty  of  a  felony  and  upon  conviction  shall  be  fined  not  less 
than  $100  nor  more  than  $5,  000  or  be  imprisoned  not  less  than  one  year  nor 
more  than  five  years  or  be  both  so   fined  and  imprisoned.  "'Art.    14.  10(b\ 
Vernon's  Texas  Election  Code) 

Advertising  for  the  office  of  Presidential  Elector  or  for  any  party  office  is  subject  to 
ihcse  provisions. 

( ir.ly  political  ad"ertising  which  is  accepted  for  printing,   publication,   or  broadcasting 
by  an  independent  contractor  is  subject  to  these  provisions. 

Husiness  or  personal  letterheads,    ordinarily,   do  not  constitute  political  advertising. 

Printed  matter  such  as  invitations  to  fund-raising  events  will  not  be  condidered  to  be 
political  advertising  for  these  purposes. 

Anv  newsletter  or  similar  "house  organ"  which  any  group,    club  or  association  distri- 
butes to  its  members  and  which  does  not  have  among  its  principal  purposes  political 
advertising  may  include  endorsements  of  candidates  or  measures  without  containing 
I  he  "political  advertisement"  disclosure  and  without  reporting  the  mailout  as  a  contri- 
bution or  expenditure  on  behalf  of  a  candidate  or  measure. 

XII.  PENALTIES 

Any  candidate,   campaign  manager,   or  other  person  who  makes  an  unlawful  campaign 
contribution  or  expenditure  shall  be  civilly  liable  to  each  opposing  or  opposed  candidate 
for  double  the  amount  of  the  unlawful  gift  or  expenditure  and  reasonable  attorney's  fees. 
In  addition,   unlawful  contributions  or  expenditures  occasion  triple  damages  to  the  state 
of  Texas. 

Criminal  penalties  are  also  provided  for  unlawful  campaign  contributions  or  expenditures. 

A  corporation  making  unlawful  gifts,  loans,   or  payments  to  any  candidate  political 
committee,    campaign  manager,   assistant  campai^'n  manager,   or  other  person  is 
civilly  liable  Uu-  double  the  amount  of  value  of  such  loans  or  gifts,   promised  or  mad*. 
to  each  opponent  of  the  candidate  or  political  committee  favored  by  such  gift,    loan, 
or  payment,    in  addition  to  triple  damages  to  the  State  of  Texas.     House  Bill  4  provides 
for  felony  penallies  for  both  the  corporation  and  their  officers  in  the  event  of  violations. 
Similar  penal  provisions  are  applicable  to   any  candidate,    political  committee,    campaign 
manager,   or  assistant  campaign  manager  who  knowingly  receives  unlawful  gifts,   loans, 
or  payments  from  a  corporation. 
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CAMl'AI'JN  I'CJN'I  KHUrilON   AMI.   lOX  I 'laMI  111  I  lU.i:  SI  A'l  liMhiN'l 

K'h'j'k  iippr  opriat''  sqiiruT  nriij  Till   in  blanks) 
Kll.l':))  li'i  : 

I     1     CancUtJaU- lo:- , 

(Nunip  of  Caiiili'laLc)  Clitlr  tjf  Oliicc) 

|X|     Political  Committee    Texas  Medical  Political  Acl-ion  ComiTiitl.ee    CrKXFAC) 

(      I     fommil  I  f'f-  fell  infd   ri  Inlivr'  lo  a  nnt-lirular  c.'in'lid.il  r-  nr  inra-urr,    or 
|X|     Coininitii;e  Toi  mcd   ri'liiUve  lo  iinlrlniile'  t  aii(lnlal  r'(<- )  or   mias\iii'(.s). 

Campaign   Manager-         Kobcrt  G.    Mickey 

In  the I'Ji'stJPrimary I'dcctioii 

Held  on  Ihc    4th cli.V  of May ,    111  74 

l''or  Ihe   I'ci-iod        March  26 .15)      74  .    through April_24 ,    I  'J     74 

Filing  deadline  for  this  felatomcnt: 

[     I  'M   days  Ijefore  Ihc  -dtM-lion 

|X|  7  days  bi'l'orn  lli(>  1  Ictiiom 

I      I  -fl    days  aftrr  llm  ricrliiui 

(     I  62  ilays  after  Ihe  rlection 

I      I     Annual  Slatt  nieiit  i:,.. 

I     I     iMnal  Statemcnl  '^^'.v/-„     "'^/f. 


NOTK:     A  slatcmrnt  fib'il  by  a  caniiidalc-  mii-.t  inciudr  a  list   showing  Ibc 
name  and  add    (-ss  of  earh  pfilitical  roininitlro  which  is  icniuing  conl  rilnitions 
or  making  cxp-^ndilu.-(  s  on  liis  behalf,    together  with  Ihe  naim-  an  I  nddre?  -^  of  llie 
committee's  campaign  manager.      .See  reverse  side  lor  fiirthei    .'-peeial    in^.l  ruel  ions. 
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■i(n  mI„s 

Contributions  ami  Loans  of  Money  lic(;:oivi-d 

This  Ki-'portiiif;  Pfrind  :|;             50.740.00 

i'rior  to  tlur.  IlL-p.-rt  -^  ■'?             08.874.07 

Total   (A(lci)  :|; 

Contributions  and  Loans  othor  Than  Mou'.-y 

This  llepoi'tinii  i'eriod  $ 

Prior  to  lliia  lU^iiort-'  $ 

Total  (Add)  $ - 

Expenditures  Made 

This  lleportiiig  l^eriod  $             48, '300.00 

Prior  to  this  lleporl--  $             17,000.00 

Total  (Add)  $ 65.300.00 

INSTHUCTIONS  CONCIiRNlNG  SUPPLE  MtLWJA  L  STATEMENTS 

ir  tlic  post-election  statiMnenI    which  is  due  l>y  the  .'Jsl  day  allcr  an  election  shows 
an  unexpended  balance  of  contfibiitions  or  an  expenditure  rlcficit,    tlie  candidate 
or  poliUcal  comniiltec  must  file  supplemental  statements  until  the  Contributions 
and  Loans  of  Money  Received  arc  in  balance  with  I'^xpen<litures  Made.      (Exep- 
tions:     (a)    A  candidate  or  political  eornmittec  which  has  filed  statements  in  a 
primary  election  and   will   also  file  slatemenls  icrllio  siicrecdiny  (general  election 
is  not  required  to  file  supplemental  statements  r'dative  to  the  pi  iniary  election. 
This  exception  ap[))ies  lo  op|>osed  candidates  in  the  (>eneral  elct-tion  who  were 
opposed  for  noininalion  in  the  primary,    and  to  political  committees  which  support 
candidates  in  both  the  primary  campaif;n  and  the  (jcneial  election  campaign, 
(b)    If  there  have  been  no  expenditures,  or  contributions  since  the  last  filitif^,    neither 
the  first  supplemental   statement  nor  annual  statements  neeil  be  filed.  ) 

Till'  first  siipphi'mental  strdemcnt  is  due  by  the  .'ilst  day  allcr  the  deadline  for 
filing  the  post-election  statement;  that  is,    b/  the  62nd  day  after  the  election. 
It  should  cover  the  period  bei;innui(4  with  the  15th  day  after  the  election  (the 
day  after  Ihe  close  of  llic  preceding;  icporlinj;  periorl)  anri  enlin;;  with  the  45th 
day  after  the  election  (the  14lh  day  after  the  deadline  for  filing  the  regular 
post-election  statement). 

If  the  first  supplenienlnl  statement  shows  an  unexpcndcrl  balatice  of  ct.intributions  " 
or  an  expenditure  deficit,   then  an  annual  statement  must  be  filed.     The  annual 
statement,    if  any,    must  cover  all  previously  unreported  contributions  and 
expenditures  through  the  31st  day    of  Ueceinber  prior  to  the  January  15th  filing 
deadline. 


•■■    Show  the  Intal  amouni    i  i  poi  lid  on  all  pricu-  reporls  not  covered  by  this  report 
for  tlie  current  .series  fif  cicci  ion.'.,    iniluding  any  primary,    run-off  primary, 
general  or  regular  election,   or  ruii-olf  election  in  the  series. 

*'■'     Funds  on  hard  as  of  .lune   14.    1!173,    the  effective  dale  of  the  Act,    which  will 
be  used  in  an  election  subse  (ucnt  to  Ihe  said  dale  should  be  reported  in  the 
space  iirovided  for  reporting  of  contributions  of  money  received  prior  to  the 
first  reporting  period. 
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I.oans  of  money  rncoivKl  prior  lo  tlio  /\c\'r,  effective  H.iln  of  ,limo   14,    IDY^ 
which  will  be  used  in  ,in  rlertioii  subseniicnt  lo  siirh  dnlf  slioiild  he  reported 
in  the  space  provided  for  rt^porting  of  loans  of  money  received  prior  to  the 
first  reporting  period. 


OATH 


I  do  solemlv  swe:ir  thnt  the  foregoing  sttdement.    filed  herewith,    is  in 
nil  tliiiiRS  true  and  eorrecl,    and  fully  shows  all  conlrihntions  received  and 
expenditures  made  required  to  be  reported  by  me  pursuant  lo  tlie  Texas 
Election  Code. 


Sinnatui 
Manager 


Sworn  to  and  subscribed  before  me  by         Robert  G.    Micltcy 


tliis 


the      26        day  of 
my  hand  and  seal. 


April 


19  74     ■   to  certify  which,    witness 


^^Uy 


Puhlicr^     ^ 
Texas 


J 


Notary 
County 


7/Cf-l   ^■/-'^ 
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Exhibit  14a.  —  Texas  Act  Regulating  Campaign  Contributions  and  Expenditures 

H-H.  MO.  4 

1  AW  ACT 

2  reaulatlno  campaign  contributions  and  expenditures  and  political 

3  advertising  In  benalf  of  or  In  opposition  to  candidates  for 

4  nomination  or  election  to  public  offices  or  in  behalf  of  or  in 

5  opposition  to  measures  submitted  to  the  voters?  containing  both 

6  civil  and  criininal  penalties  for  violations;  amending  Sections 

7  237  through  244,  and  Subsection  (b)  of  Section  246,  Texas  Election 

8  Code,  as  amended  (Articles  14.01  through  14.08  and  Article  14.10, 

9  Vernon's  Texas  tlectlon  Code),  and  adding  new  Sections  249  and 

10  250;  amending  Subsection  (b).  Section  19,  Texas  Election  Code, 

11  as  amended  (Article  3.'J5,  Vernon's  Texas  tlectlon  Code);  providing 

12  for  severability;  and  declaring  an  emergency. 


13  BE  II  ENACTLD  Bi  THE  LEGISLATURE  OF  THf  STATE  OF  TEXAS: 


14  Section  1.   This  Act  Shall  be  styled  tne  Campaign  Reporting 

15  and  Disclosure  Act  of  1973, 


16  Sec.  2.   section  237,  Texas  Election  Code,  as  amended 

17  (Article  14.01,  Vernon's  Texas  Election  Cede),  Is  an-ended  to  read 
IB    as  follows: 


19  "237.   Ueflnttlons 


20  "A&.MitM   in  this  chapter-  


21  'L^i  ,    'aroadcastinq  station'   Is.  deimfcd_fla_a_&lflrUr.  enaagliifl 

22  Ift.ffld^P  tjy   televislQii  cpiiiiLunlCdtleD.5^.  ,llci:e  5BecllLcal^v^^-lI-iiAg 

23  m&.-&aiii&-fl£iiaiDa-jLi-J.Q-jStcilaj3-315,  U)  o£  iflc  tadaxal 

24  CQrmijnK^ttQps   Act   of    ^^34.      ihe   term  Includes   a  communltv  flntemaa 

25  t.fcl&Ji;ltiafl-&y&l£iE.>  


rts-si^j  n  _  7d  _  D+ 
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H.B.    MQ.    4 

1  'i.p:!       'Candidate'    Is    defined   as    [*h«    »>K    i«*h<1<««««    thait 

2  wean]    any   person   who   has    icnowlnalv   and   w^^lloglv    tfllcen   a^flr«|atlve 

3  ft£iJLau-lai-.Utf..JbiX£flae  g|..8tc)tiDfl  DOBlDtttlfln-tiax-an-Aift£tiop 

4  Cawwuwen'*   tO'tiwy   9ther"»eft«w   ar   »«    tht   ywteif  >h«»   ha   4«   a 

5  eandl^att    tmr   the   wewtwttaw   f  f   tr   %h«    <l>>%ttwl    to   any   public 

6  office   which    Is    required   by    la*    to   be    determined   by   ar.   election. 

^  '[<:}       'Cpntrlbutlon'    is    defined    as    any   advance.    denosXt. 

9  pi:-ttnRBteccftjiii£x-J;A..tcflnalgr.  aoY,-liifl.!iiU..-£madt^.^£.-:Uc.^** .Jizjuix 

11  Ia_da. 


12  "id.L.  ..'EaBfiadliuttfi.l-la  dgtinje^.JU-AJaL^-i?giJic:[.u..j8-Aiife.p.'- 

1 3  ds^U-Aod^blisfliliuia -incurred  fex,*  -ucdidAU^ax .fi£.i.U^££A 

14  £2jnialJ;-L&£_iaxfllSLtd_lL_iii_ilA£iliiD* 


15  us-L LU£iUJ.Ml_u_d^llIl£,4  jj*>aDX_filftCiJL£a-Jitld.Jta_iiesL;ic*i« 

1 6  ftt-ftitfiJ^-A-iAOdldiiifi.  Xa,.j6GX_aiailA£_AUi£f  ,• — u»- ts si .\_  aup ^lUSlii&t 
1 8  ''iii_^£itkIlw.£iJU£Lfe:-J^-jd£iJLiigd^£-aaY„g|*lst,C£j:^a?jid^ 

20  itAtJ6iL^Ul4i_i.5„U.ii£d_tJ!_li).fi^fllfcL5* 

21  llii   CJHw-**^-**]  'State  office'  i4_dAiiil£d_Bi  tahai  >"i»^-a<sl 

22  any  office  of  the  tc-dera)  or  state  qovernrr.ent  .hlch  is  to  be 
?3  rlJlfcd  by  the  choice  of  the  voters  of  the  entire  stttr,  except 

24  presidential  electors.  

25  '.'liiX.     [*»«-*««?*»]  'DSstrJrt  office"  Is^&tlu&H.OM    t*H««t 

26  iiw>ft»j  any  office  of  the  federal  or  state  governwentf  lets  than 
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H.B.  MQ.  i 

1  itatc-wlder  which  Is  to  be  filled  by  the  choice  of  the  voteri 

2  residing  in  more  than  one  county. 


3  "JJJ,  [9ttt  ■w«f4ff]  'County  office'  i,t   tfef^nc^  yi  [thaii-«e*B] 

4  any  office  of  the  federal,  itatc/  or  county  governoent  which  it 

5  to  be  filled  by  the  choice  of  the  voter*  regidlng  in  only  one 

6  county  or  lais  than  one  county. 

7  "(H   CTht  vr*»]    'Municipal  office-  i.p   defined  a«  l**fi* 

B  •««»]  any  office  of  any  Incorporated  city,  town,  or  village  which 

9  is  to  be  filled  by  the  choice  of  the  voters.  


10  "tm   [iPhe  wefJe]  'Office  of  a  political  subdivision'  Ijs 

11  Slaiiatd-Ai  Cahatl  mean]  any  office  of  any  political  subdivision 

12  of  this  state  which  is  organized  as  a  body  politic  and  has  a 

13  governing  board  or  body,  except  counties,  cities,  towns  and 

14  villages,  [awH  tweiu^ee  wttha^it  lH>tto^-r»?>  the  elee^ive  et*tee> 

15  a»  Bgh>»i  -^tatf  iete  et  *Ktry   ty»e  awil  alt  <tr»f»<ta  •Tt4   yeittleal 

16  awb»itytel»we  egeate^  under  aMt»eft»r"»*  »fti->i.e  III>  Ctetlan  iB 

17  »ffcHiele-XVIi  Seettew  6»  at  the  CawetHmtien  »«"*e>ta>i]   XfiXCli 

18  }s  to  be  filled  bv  the  choice  ot  Lhg__itJUSJ&,X^ldlIifl-iIL-ttlfll 

19  mbdJ.Vl6l8D» 


20  'JJii__Itt£aiilX£i-Xt..dJttlDtd_M_aiii--EIAM£Ji_iUtffi 

21  pcpple  for.  t.ncU^PPrpvaI  QX_relec£lQD.al„flCL..£lft£llflJ3f    iDCludlpq 

22  flQy_Bra6eRt'3   .i^flMi    Act-   °r   part.  Qi_fln.jt£l-a/— in^-lAaifilfllllXfci. 

23  taxitifla_i^_ji:_fla££tdfl£fll..iji..tt)t-£flgALUui.laia.t-lfl£AiA-SBeclfll*  ai 

24  BUnlC^g?^    legislation   Qt-iLrQmaAllljail-flX-fcALijal-U^MLlfctU 

25  "JJl-  ..'Perton'    ^^    defined    as    flD-lDtll-Yii3U:dIx-.gOXkaj:jJLljailx 

26  aail££i&W.Bi^i4fiAX~llQiflfi^-At^^ 
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JLlEL.    ftf.   JL 
or    element    tfM;repf.    


^if^pprt    fqr    or    In   oppasltlon    to   p   canUdflte   or    m»agurff    tc   be   on 

A-I^aliPt,  Ifi-a-R^ilg-filg^llflQ^"  -         -     -. . 

Sec,    3.      Section    238,    Texas    riectlon   Code,    as    aniend<«-d 
(Article    14,02,    Vernon's    Texas    Election   Code),    Is    airended    to    read 
as    follows ! 


"238.      J^ppplp^Lffepp    of    C^ffpfllqn    tOypeiwttw^l    Manager 


"  ^^  j      Every    candidate    for    oomS  a^"- ion    for    or    election    to   a 
state    or    district    office   axid_£i£ti_S2filliiQili_i;jjaBilt££_iXl_flIlX 

4U£ti.  £iaiiJjiB-^i--liLJii-£l£i^l£a.  Jju;Qi;^Vi)a.-a_iiaJ^iad£  ja£Ai.ux 

itiaii  t»«y]  designate  a  campalon  manaoer  by  written  appointment 
tnec!  wj  en  the  Secretary  of  State,  and  may  also  designate  an 
assistant  campalqij  manager  for  each  county  affected  by  such 
candidacy  by  written  appoiritirent  to  be  filed  with  the  county  cleric 

of  said  coiihty. 

"4fei-  Every  candidate  for  noir.lf^at  If^n  for  or  election  to  a 
county  office  flpd.fiVfiry  BPtH.ic^l  cow'^ittee -l^-ftnY- mcJi„elf.cll£ii 
aL_ili_ail_£lMUjii)_llW2AaAQa.^_£i!Ufli:Si,.8.tflSiiX£„iJidii  (WOT]  designate 
a  cairpelTri  manager  by  written  appolnlirent  tc  be  filed  with  the 
county  cier.<  of  such  county. .. ■ 

''iiJ-..j:ycfy-cfliididiiL£--ijaxL.iiflj)laAiiao.-taL-ax-elitc.u.ja..ta,j 
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2  la^oi:aj\a^<LjfJuatJi..AL.j  jimi-J^UALUx-^  ■Bfl},ltlcfl-iAt»atTl»lM 

5  iAtfcalv4>lQi'  aatLt -JLi-ttiLt_gflIl.U£:ftl  »UhdlXiAJUtta-AXJLaa^-M3Lflfld-JIUt 

7  jj-^n^per   for  each  county  atJLeciedDy ,Aucb-Cftadld*cv  ha jurltttn 

8  ffQBolntaenT  %o    be  filed  Mith  tht    CQuntV  CUnt_Qg-„R<ild -CfluatT.  

9  'SjH     Any  caapalgn  Manager  or  aolttant  casi^^ilgn  aanagcr 

10  designated  at  provided  In  this  Section  aay  be  resoved  by  the 

11  candidate  p''  pqHttcai  ramlttee  at  any  tlae  by  the  stltten 

12  appointment  of  a  successor  filed  In  the  vanner  pzcvlded  for  %pf 

13  original  designations.  


14  ■i£i_iU-£afltjaiiai;ga  »haii  bjC-j8^£JtE.-.^iL.&a^  aay„.^3iflju^<LLUu:i 

1 5  BP<it  ty  P  gapdldate  or  BQlltical   coMlttee  uatil  th;..JilUiAliAtt 

U  pr   qrriUicat  cpmplttee  has   tiled  tHe  r.an  Ql.ltii-C^aKAtfiaJKanMT 

17  yUO   the   aoprottrlate   auttiorltv. 


1 8  ' U-X~.ll.  tbPy-    fa'    yinlaKful    fpr    any    candl<iat*,    pplltiCAl 

1 9  <;ftB'5i';tt;e'    -^apaj.an  naoaacri    g^ttl«.tanr-CaRftgU3ia .JS£aaaAL-'ar   MJ 

?c  ollner  P'^T'^hh  to  expend -tundi   froi  any  uniaMful  .c.ajiijLAh.uti.oaM.  

21  ''c.ai_.HiiiJiLafl-ln  trii  Act  iHiaii  ht.caa.»JXMi^i&-.axft&4Mt 

23  Sec.  4.   Section  239»  Texas  Election  Code,  as  aaended 

24  (Article  14.03»  Vernon's  Texas  Election  Code),  is  aaendcd  to  read 

25  as  follows:  


26  "239.   Purposes  of  Expenditures 
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"Nc  candidate, 


Ji^. 


l_  cgpr''  t.tee.  campaign  manager  [ 


it  assistant  campaign  rr.anager  shall  himself  or  by  any  other  person/ 
directly  or  Indirectly/  maice  or  authorize  any  other  person  to 
make  any  campaign  expenditure  except  for  the  following  purposes 
only/  to  wit:  


" caJ   For  the  traveling  expenses  of  the  candidate/  (♦»♦•] 
campaign  manager/  or  assistant  campaign  managers/  or  of  a  secretary 
for  such  candidate,  


"  fhi  The  payment  of  fees  or  charges  for  placing  the  name 
of  the  candidate  upon  the  [»f4t>ary]  ballot/  and  for  holding  and 
making  rer.urns  of  the  election. 


" ceJ   The  hire  of  clerks  and  stenographers  and  the  cost  of 
clerical  and  stenographic  work. 


" (d)   Telegraph  and  telephone  tolls/  postage/  freight  and 
express  charges. — — 


"  Ce)   Printing  and  stationery, 

•'(f)   Procuring  and  formulating  lists  of  voters,  making 


canvasses  of  voters,  and  employing  watchers  [aw«l  euyef/ieafB  a* 
tT»«-rftli>J  . 


" (q)   Office  rent. 


" ch)   Newspaper  and  other  advertising  and  publicity. 

" (1 )   Advertising  and  holding  political  meetings, 
demo.istratlons/  and  conventions,  and  pa/ment  of  speakers  and 

inuslclans  ther?for. 

"i-U-  Employing  as  ■.•ounsel  attorneys  licensed  In  this  State 
and  expenses  ot  glectton  contests  dRd_C&££imlJi «  — 
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I  »(lc}     For   thK   trftTgAi^^p  ftXP«PAHJi-giul-m*rA»A  jK-II 

3  *  Any  cM£«icn  txpcndltur*  by  any  csn<ti««t*  tf  ffll>IH?CftJ 

*  foaaltf .    campaign  aanaqarlr]    or  atclttant   CJMt)«l9n  wan***?* 

5  i>xcept   tor    t^•  above  purpoiea   It   aiprcstly  problbirad  aad  4«cl«r«d 

6  to   be   unlawful." ^ 

7  ^ec.   5.     section  240?   Texaa  Elactloti  Coda,   ai  aaandad 

8  (Article    14.04,    Vernon'a   Texas   Election  Coda),    le  aaaniifad  to  rMd 

9  as    followei ——-—^ 


10  "240.   Canpalgn  Contributlona 


11  "(a)   F:«g>Dt  ««  otherwl.e  orohlbltaA  by  laa,  Ik  («•]  alMll 

12  be  lawful  for  any  perion  other  than  a  corpora* l>i.i  ^f  *  '»^flir  HP*g? 

13  to  naice  caapalgn  contributions  to  be  paid  Jlractly  te  a  eandldata* 

14  PQlltl-^Sl  cawyfttee.  the  [M«]  caapalgn  aar.a^iar,  or  asvlstant 

15  campaign  nanager,  such  contributions  to  be  used  :ac   Qf\r  ?^?^^ 

16  t«»*l    purposes   set    forth    In   the   Tayay   g^firtlftn  CcaiA    li^»9fa*m^ 

17  6«!-ctlawl  . -  ..   — -_., 

19  '  (b )      It    snail    be    lawful    for    l^**l^r•'r■^'r^'<r*:'    ">   <i<itvljual   not 

19  a.SUag-4&^aO££tJ;-al!ULJ^aY .  PCt  icr.   to   expend   *   »ua   v;hich   s^all   not 

20  In   the   aasregate   excee-J   Qny   Hundred   Dollars    C'JlOQj    I»*»rt*v-#<H» 

21  &ti-H"aya--; »S W ?    for   postage,    or    telegraph   c"-    ^aXccIione    tolle,    or 

22  tor    co4te    of    any   cor  respotidenct »    or   any   ot^.e7    l*s*':l    purpose   out 

23  of   Ms    c;<«r>.    funds    to   aid   or    defeat    any   cenildete  at_ms.ftAilI £ »    »here 

24  ttie    sum    Is    not    to    be    repaid    to    nlm,  . 

•;^  'JJcj      it    shall    be    lawful    Sor    any   ICUliiJ-SjlSi    ■i««'9*Rl    '-S 

2t?  <~ontr^loute   n^ls    o»m_personal    sejvl_ces  jj} d_p e r s ojia  1  .l^ay a  1 1  ng _.— ^ 
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>■  *::•£*.'.' T f 5    ^''    *i  '   f'"    -e<<<at    any   c(irt<11':'ate   qr.  B^caur^   pQly   so    ipng 

4  ll^i      Lvrept    ds    cxpitssiy    r.t-riAi.zte^   by   Parajraphg    (a),    (b)» 

5  and    (c)    of    Cdls    bectlon   It    sraj  i   be    unlawful    for    any   peri<on»    other 
o  tiian    d    carMl'iate,    his    canp-itori    ■•=<iii>gt:T  ktI    or    lfrfr»l    assistant 

tt  CO   ••nake    or   autnoilze   any   campaign   expenditure.      Except   as   provided 

9  In   Paragraphs    Ca),    (b),    and    (c;    ol    tfils    Section    ramr-^ign 

10  e<pe:idlture»    must    be    ina.-ie    >^y    the    rai^dldare,     £*rirf»]    campaign 

H  sianagertr]    oi     [tti*]    assistant    cAmtalgn    manager,    py    t,h^f   c^apaign 

\2  iiuii4afiX-fiiL_a...RfiiiiiiLai_i;fljBjJiiUJU." 


13  Sec.  6.   Section  241,  Texas  El«ctlon  Code  (Article  14.05, 

14  Vernon's  Texas  Election  Code),  lo  amen-led  to  read  as  follows: 

15  "_iiLL.   c:ivll  remedy. 

16  "  (a)   Ai,y  -.•andlda»-e,  canpeign  manager,  assistant  caaipalgn 

17  mdoaqsr,  or  otner  peison,  wn»  ffak.es  an  ijnlawful  campaign 

18  I,. L)p;:f ibatior.  or  sxp ■inilti.re  in  support  cf  a  candidate  ishall  be 

19  clvliiy  ll,jDla  tc  »^c;.  opposlr.i  candidate  whose  naae  shall  appear 

20  on  the  balJot  in  cne  next  el«-c;:ion  atr.er  suc^  SifilliJliLLlflJl-iit 

21  expepdltarf  is  made  for  double  the  Amount  oj  value  of  such  ijnlawful 
<i  -jmpai's.,  sUUiiJ.2jiilail_iii  expenolture  ar.J  reasonasie  attorneys 

li  ifi    tor  coljcccinq  iaaie..__ 

24  I_L&1   ''"y  candidate,  campelyn  rino>j»'r)  as5' stent  laapalgn 

i'j  ifoAagec,  or  otner  person,  wno  calces  cr    ui^.lawful  catf.algn 

*'  :;ilCt£J.«.jil«J<3_i^I  -^^peniUtare  not  ex^pressly  'i^PPJ'f^trng  6ry_c«ocJld_ate_... 
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U.S.    10.    i 

but    o^iyotlr^   -i   p«itlcu"i«r    f;-s;'.>*l J*t*   ''•r   cardliset**    fn*«ll   be   civilly 
liable    io   «jach   of    <«uch    op;>o««c   c«ndl<]atei    *e>z   double    the   avount 
or    vaJja   of    »uc^    ••;li('«ful   caxpsitfii  ££lll.LrJimJULaR_fi£  «ap«n<liture 
and   r«'»&i^''.?.^le    «tLorr*.vs    f*fs    for   collecting    s&ne. 


'_Lg-l--^  K^^.oa  Aldfl^A*  ..SABg^lflQ.  ju>aftafc.u.j&AJtlgluMii.  jf jB»a  fll  go 

gJ3iflI.Clr-MtA0fl  gr  fZtP.'illULA*' 

•Sec .    ? ,      Section    ?42,    Iexa«    Election  Cc;<1«?    Ai    ««*r.»3ed 
(Article    14.06,    Vernon's   Texai   Election  Cede),    1«   Aatnded   to   r*«d 

«s   follows: . ^  .     , 


'2*2^      Crinlnal  Penalty 

'Any  candidate,  caspalgn  Manager,  a«»lftant  rpspaJgn  s«nagcrf 
or  other  person,  fho  «aices  an  unlawful  ca^paigr  SiiV}XTiJi'i>i!L&'i,Jll 
expenditure  In  violation  of  tr-*«r— *»»*ff*-3rfr* -■♦»<■  %-i-**-i«—y£  ]  this 
ft-aptpr  sf-ai;.  be  fined  not  less  than  c'-«'  l-.i^v, ■S'*!*  •i.-'vlur*  .lor  acre 
than  five  r rioii8ftr-.,i  lollars,  or  be  Inprlsored  In  ?r.v  peilten?  iary 
not  less  tr:an  one  lor  sore  than  five  yearn,  rr  a*  both  s?  fined 
and  Impr  J  sor.td,  *, 


Sec.  8.   Section  24j,  T»!ta£  Election  r.^j^c,    <«  4^^«nded 
(Article  M.G7,  Vernon's  Texas  Election  Cede):  Is  a*«nded  to  read 

es  tollows: ._  ^ 


Ten; 


"  i,a;      Except  to  the  extent  permlttea  in  Article  213  of  the 
L1..0.-  ct  Texas,  1925,  no  corporation  shall  give,  lend  or  pay. 
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1  any   aontj    or    orr.er    'hJ/'g     .;    /Hiu?,    r.r    c:r'.l5«    to    giv«,    itno    or 

2  pay  any   auney   or    ot^er    m'^g    o:f    V5;i;e.    d.rtrtiy   or    Ir.ij r«.M  Jy, 

3  to   any   car.dlrtatu,    a'jJJ.LiAii-.CJiSAi'CSiU    '■^'■•►'a.wi    -7  4P«.v'«r  -    «4Si5i--iiit 

4  cafflpal^n   .la.iaqer  <    or    a-y   ••r:r.!jr    person,    *or    t^i*    vJiptsK    -.if    i^l.Jlr.g 

5  or    d«featlng   the   nominatior.    ->r   eiectlcn   ct   ai-.y   c^^nclidate   or   of 

6  aiding   or   d":fe/'tlng    tr.e    ayprjv.il    of    aiy   pjlltlcal   ipsasor*    fdtslcted 

7  to   a   vote   of    the   people   of    Chle    i'.etc    or    any   »uo<il  vitj  on    t^ftttcfj 

8  provided,    ^.o«ever>    that    '.orhlrcj    in    tins    c*ct!cri    or    in    A-l-cle    :t; 

9  of    the   Penal   Cc<?e    ihi^ll    prevent    the   ftcid'^a   of   a    lean   or    Icsni    ro 

10  any   candidate    for   canpalon   purposes    by   «r.y   corporat l^.n  which   l» 

11  legaily    engaged    In    thn   buslneu*    oi    J  finding   leor.ey    and   »hli.-h   i:ai 

12  conductsrt   ^liTh   bjsln***    ror.u'i.iuouiiy    to;    B5re   thftn   one   yt^r    prL^r 

13  to    the    malclnfl    or    such    lean/    provided    the    loan    Is    :ri?.'f!^    {'•,    ijue 

14  course   of   business   and    l»   not    <Jlr?cMy   or    indlrsci.ly   a 

15  contrl2  Jtlo.-, „„ 

16  ILPA      *"V    corporation  aaklnv   or   proeJ.slr.g   a   gilt.    ;-j.n,    or 

17  payiaent    re   '*ny   candiaflte,    atliJLlCAi-tiaavJJ-Att   c&cpaisn   !«af  agsTr 

18  assistant    caW'^algn    ttnaiSTi    or    other    person    In    violation   of 

I?  i?'<n-.>»rA»v»l    iujiijtSUiSXi    (*^    "5^    tr.l:    L"»ction    f^*l'    )s»    c^vliiy    ll^'ole 

20  for    double    the   amoijr.t    or    va'^Je   of    »uch    i  oan   or   qlf"-    proaijed  cr 

il  Jiada.     Lc    <»ach    oppc':rr.r    of    r"e    :-*n<lldat*    ;,i.^JiJavIr;3j_£;i&»iIJ;£t 

^>  rj'^ott'.l  ty  such  oiftj  io*n;  or  ^ayitis'r   „■.  :■.»  t:-'s  pe;  f  ,'.'-u.^-»i 

i3  caf;iU;.trs  cr  jcr.dl  J^ites.  aai^Xlggi.- U.ii:*gUXiJi£,-aX-JiW«.lIliJa. 

24  CO'S'a'r.U-fi^  oprosta  by  suc^  gift,  l-.-^n,  or  p«ysi-.r:t  !tUri.J?.aU,tkJ^',.'i;^ 
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s.c.cLiaR-.iAa;>i.-£xi..jiaixx-9.L-A.  tKAcftY.ftniLju<aa..iianx;.t;tlap-.feiLJLlafca 

Xtifcutig^^a  Cfli^ait.,  ifii5«s<?9i.»  — 

"/jjj.    •^♦♦^      tv^ry  officer   or   director   of   an?  corporation 
Wric    <!;all    vonsent    to   4ny   such   unlawful   ylttp    toan^    or   ^ay^ent, 
or    such    jnlatftul   prcailie   to   glv*r    ler.d»    or   pav.    tv   th«   ceiporatlon 
s^nU    ne    LULlILiL-ai.  a.  J^gAOOy   ftOd.  riBQIL£i2XUa£.U-J.a   ^5J«e   not    !••> 
than   One    Huadr«<i   Dollars    ($100)    nor    aore    ItiS"!   f^i*    i<\oj»«r)d  Dollar 
(S5,0v;0)    or    be    Imprltontri    not    Icsf    'tar    ..Am    '\'}    nc~   acre    tJinn 
fi>'e    t.*;)    yfnrSf    or   b«    both   so   flr.ed   i*n-5    I'spi  J  »<->".^rt. 

Gidri&g^rf    ot    8»Kl&tant   caiipalgn  aar.A9«r   »j':o   ".r.inj.itglj   rccMves 
«ucn   liiiiawfui    3ltt,    lojn»    or   paysert    trca    »:   re;  :.'or » i.l:^fj   »tiall   b* 
4^AiI>:>'-J)jL.fl  ..i.5iPCy   !»fl£^.aaji.O.  CflCli CXAOa   '.-rtei*   .ift    ..**«    than   Cne 
fUi-iired   Dollars    (olOO)    nor   psore    t^^n   flv«   T.-:    jsaiii   '"oK'.ers 
fsS,o(jO),    t,r   Le    Jisprl*on<»J   r.ot    ies*    thar.   m' <>    f'~    no-r   j»ci»    than 

ijv«»    (5)    jt^rs,    cr    be    -of;    «c    'Ine-i    and    XkiPjI*'     j't. 

■'/,k,ei«._'**r?j       -*    *''-y   ot£ic*r,    "?yei.ci    uf    t^.-JovT*    i;f    &r.y   bor>a 
flrie    .;»50cidt  \  J..,    incci  f  vr.»t«fd   •■r    Giil; -.i^i  ,T.i- i.s  i,    t;f  ;'s»f,l  ze^   for 
ar.d   o-.tLvs.y    an^;ag<'-3    foi    one    (li    y**.;    pi  ior    tc    «vuh    cent  t  Ibut  Ion 
Ir.   p-ireiy   r*\i^iOuS,    cnarl'i^tle    or    v^let-aosyntr v   flctiv'.tUi,    or 
lOcal/    district    or    stite^ide    conaerclal   or    Industrial   ^iut-s,    or 
dssoclet Ions*    or    other   civic    enterprises    or   organizations   not    In 
any   n.ariner   nor    to   any   extent   directly   or    indirectly   enyaqed   In  


11 


434 


H.B.  MO.  4 

1  furtharinQ  the  cause  of  any  political  party,  or  aiding  in  the 

2  election  or  defeat  of  any  candidate  for  office,  or  defraying  or 

3  aiding  In  defraying  the  expenses  of  any  political  caap&lgn,  or 

4  political  headquarters,  or  aiding  or  assisting  the  success  or 

5  defeat  of  any  question  to  be  voted  upon  by  the  qualified  voters 

6  of  this  State  or  any  subdivision  thereof,  shall  us«  or  peralt  the 

7  use  of  any  stock,  aoney,  assets  or  other  property  contributed  to 

8  such  organization  by  any  corporations  Ct]  or  ^■bff^'  yf^lann  to  further 

9  the  cause  of  any  political  party,  or  to  aid  in  the  election  or 

10  defeat  of  any  candidate  for  office,  or  tc  pay  any  part  of  the 

11  expenses  of  any  candidate  for  office,  or  part  of  the  expenses  of 

12  any  political  caapaign,  or  political  headquarters  or  to  aid  In 
IJ  the  success  or  defeat  of  any  political  question  to  be  voted  on 

14  by  the  qualified  voters  of  the  State,  or  any  subdivision  thereoft'^l 

15  such  officer,  agentx  or  employee,  shall  be  9n;.ltY  gf  a  falonv  ft^>fi 

16  UD6n  eonvictlan  fined  not  less  tnan  One  Hundred  Dollars  (1100) 

17  nor  more  than  Five  Thousand  Dollars  (85,000) [r]  or  be  imprisoned 

18  in  the  penitentiary  not  less  than  one  (1)  nor  more  than  five  (5) 

19  years,  or  be  both  so  fined  and  Imprisoned." 

20  Sec.  9.   section  244,  Texas  Election  Code,  as  amended 

2i  (Article  14.03,  Vernon's  Texas  Election  Codej,  Is  asended  to  i«ad 

22  as  follows! ■ 

23  "244.   Hecords  and  Sworn  Statement  . , 


^*  -"C«)   tach  candidate  and  campaign  aanaqer  pi{  g  BflUtlffai 

25  coamittfee  Is  hereby  required  to  Keep  en  accurate  record  of  all 

26  gifts  or  loans  of  money  or  other  Cyaioahiie]  things  of  v^jut  
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n 

13 

u 

14 
15 
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26 


»a?<»3«-r«7j  and  of  %1.1  glf!t*>  loaa«/  and  par«*nt*  aadsr  «nd  of  all 

»«»>«»& <^-*^«^<g«T»-<'ft^ *«*»w»»-<»fl-  ht«  yaFii<><aTy~irttAi>fc]   £a£&  record 

shall  contain  ail    lutoTvittivn   heielnatttr  required  to  b«  reported 
by  nuch  candidal*  or  ooltrigel  coMlttee. 


*ib)   Each  opposed  candidate  whose  naae  and  cho««  c^puneat'c 
naae  are  printed  on  the  ballot  at  [a  tir»*   pftnagy?  na  election 

file  a  »«orn  statement (t)  at  eyc^t  tlae  reouica^  h» -eln-   [a«<* 
t<»»*-»fc%»r-«e<>en  wjr  iae»e^-»af>->-»efir-<tay--»»<Hi»^^.'i"»te-»  :^y-«4^  ciwft 

!^»e\"*-i<««^e»-»»-**~***--«<Hl%«---*f>*--*e««»-»*ev4«®fc'H'''!'=^i*«^'<^»'-5  ~i»i»*.-«d 
»^-^-»4-i8^ev'~-frg<<w»T'-«:<»d^^p«yaew»e- ■«»«^J»-•"^4^4--»i  >-^Sefc»<«i— **«  ■^■»»  t  *~*»d 
^^■h^r9*^iv.v»"'t7i9iarr«*-  er  ee«»r»eie^-»e*'--*»»'<T"^-"!<'»e--^rnF-ti ®Ja<v»r#~e># 

a-iri  •  »v eit-^4fAt-» v~y «'»»», — »eyeiteei>-  ♦»*t«-«-R<4-'*VWi ■«*•♦/&-. j.***"**-!*^-** 

ae   eech  »ewH»j>-y-™lt«»"<^tKi-^>>«>t--*»w-"-^>ay-a---«><&»f>f'~V^'y-  ;.f-«<»i*S u*-*** 
eaw41d*»e  'ehaH   ia4 »e    ilk*   *  eeiy^ieaewitat  ■mfv*i^"S'^ei^iii.3H'm^-«4—*^ 
yt-tte- e*>d  4eafie   re«»^^d~j»f  ^ee   >e  tfc«-^*<wMrif<»i»  -«*^ v-t ^«*v <9*«&»r 
leans  aftd-yayoten^e  weJa  a«^   iab%>   aft*~e»t-H?»**'fe«i«r  -  i***!?**-*- •»»*«• 
fr»-feht   eieette«r-T>»»-<»*etgiei>fr»f- twetadad  ti&--»j.e~y»a>va— !>♦*♦«■  sm 
*»»e^  pri»r  >e  the   et«e<iiei>i 


<■») — Heeh  eawdldeta   wheee   naae   aypears   *^'->9>«-^»»4-i-»'»"a%  a 
ft»<^»f>*=-»*^t^ »t»   fr*«yc^?^»ft— shell   tile   a-eiaite^  "i>»eT«-****ea^»*-»e*_ 
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!•■»  thaw  tevaB  (7)  w»r -««f e  thaw  <tcw  <IO)-<«r"  »ft*i>  t*  t>*i>  <ey 
tf  the  eleettan  an*  m   atatlog  ■9'»t>»i *»'**> tal  ■wrw  ■tateaawt  wet 
■are  thaw  tew  <t9>  days  att«f  th<!  <ay  •*   the  eleetiewi  


(d)   *wy  Bueh  gtatewcwt  tileii  hy  o  «aw4Hate  Iw  a  aecaw^ 


fflaafy  eleetiew  auat  IwelwJt  all  Itew  wet  ge^erteJ  tw  the 
etateaewt  tile*  for   the  tlfat  »ftaafy  eleetiaw> — »wy  aweh  atateaewt 
tiled  by  a  eawdtdate  iw  a  e»egtai  >f  ftwefal  eleetlew  auet  Iwala^e 
etl  iteaa  wet  yep»ft«d  iw  »tateaewta» f tied  iw  ygtaary  cleetiewa 
ygeeedlwg  aueh  apeetol  ap  tenerol  eieetiawt — llaoevefr  each 
etatewewt — tiled  auat — iwelude  a  atatewewt  at  tha  tatal  aaawwt  ■«♦ 
a>I  prevlatiB  «iitta  owd  laawa  y»e<>ivcd  and  all  titfcar  laawf  awd 
payaewta  aade  awd  debta  iwewfred  iw  »»wrjaat4aw  with  the  aawdldaey 
at  Che  eawd-ldwte  tiliw  euoh-atateaewt i)  , 


'i£l  C4^]   The  statcKents  filed  by  a  candidate  ihall  list 


flU  .CBntt-llaitAons  received  aod  all  CAPcndlturci  Mdis  bv  t&t 

(;:^pd;Ldate.  hla  caapalqn  aanaqer.  and  nla  aaglatant  campaign 
managers.   The  st^tf^ntfl  ^i^td  l?v  the  caapaian  aanaoer  of  a 

aflllii^Al-^^flilLUA-sndJ.l.lAfit  flii  gflotxibutlnnfi  rscelved  and 
uuLs.udlL\iu a_:aadfi_j^_thfi  ,c9ii»,teei     £act>  litatMtnt  abail  include 

LU£  ^i^tes  and  amoants  of  all  contrlbutlflnt  and  loans  received. 
and  th.e  fall  n^g^  apj  coapl ete  addre«s  of  each  person  troa  whoB 
mgney  or  apv  ot-h^r  thing  of  value  in  an  agareaatc  aaount  ot  More 
t;r>fln  £1  l_iigi^ t^fcp  received  or  borrowed  at.d  the  date  and  aBQunt 

a£,^fl£ii.j;:aakXifcuLlao-ai..igaDi Each  atateieifit  ahflii-aiafl  include 

ir>e   <?f><"r«rs   on^  pmpunts   ot   all   expenditures,    loans  made,    or   debts 

inc'j'^r^'ji  pt^e  tm^  names  a^g  cpaplftXe  flddtetiea  si  all  Bermna  — 
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to    ■horn   tiny   pxpcndlturai.    or    loana    m^Am   at   marm   than   Tan   Dollari 
(gio)    na«   ladg   or    d*bt   of   More   than  Ten  Dollari    CiII>^    ll   OWtdl 
and   t^t   parpotie   of    «uch  g«Dendltur««.    loam,    and  dthti.      CSMft 
»<t»»>- owapw   Bt^^gaewt   ahatl   Inaiu^a   the   Baii«»  *wa-«J<iaaaaa   ■<   aH 


goetafeant    aaapattw  aawftfaf    ana   tha   ^atft— 4«t*--a<»»wt<i— ♦g'-^iiah   gH% 
»f    loft^vi — Cueh   statfawt    ahall    atae~-frwa*%4»-a-ha   <»'^i^<Hfr-«!«';a-Miaawta 
ai    ai*-<ilttei — loaf>a«    aw*-»'ar»«'*f   »*<*   ar-"^a»»^  ^ *•;? ^.v****--*? ~ftaah 
eaw^tdatti    hia   e«ia>at<n  aaHateii    ar   aBala>tfrt'^»''i»v*f^t'g«'"«*s'*««<*y 
on   aeeauHt    ef   >vla    euwaiJaatl    »>»    waaiat -«Ts^"<a.-<««t>-^s  ,!.»»-»<t— sriri—yaraaM 
t>   whaa   any  tl-t^t — laaii»    a>  .paif  >«»--g-t-"^»»p»--5i»->>i«'-"?v«'  -'"j«'rk«tK»-~4»*«4 
wo»-fca*a    af-  ^abt    at   mut*    thaw   fait  Bafri^af"  '■'"/'i^e  >--l.i*--*'S?«<*r~<a*r4-«fc« 
>uf>eet    at    eaoh   yi<ta» — iaaiia»    ya^-^^^i^^fry-iy?-*  <-!s»»-«s*r1 

■^(■jj     f.ach  political   CQ— Ittee  rg.ce.tt3.tia  :  '--g':  fA&kXXaM.JU. 
jjifiKipa   t;».t?ea<Hti|rft   on  behalf   of   a  caa<ilda»..q  aha:.;  ,^-2m J-Xa* 
tiffpdMate   at   tp   phe  naae .  and_ftAgiAA8-fl.t— nJig,  SS' .? t l.<:al_i.S>aRl.tti41 
flpd   Its   cdBoalon  ■anflqer.     me  gftPALdaJJC ,1jt:< i U,i' r.l j  1«,. jfAS-Ua 
g«ch   st^teaent,   ffoutred  bv   thla   coiie  a  l.Vat  JLaAC.t.ltyiaa^.tEiy.jajaa 
ftpd   address   of    gach  «hf^   pp^itical   CQAalttaa  £0^ i;.a-?-aStlii3 ^RUflittJU 

"flf )  [f»»]   Such  atateaent  ahall  ba  fcccOiBce  Ut-i  by  the 
following  affidavit  verified  bv  [•♦]  the  candidate  a£~£AXKAlaa 
p^naoer  of  the  political  coMMltteei  


'I  do  soleanly  swear  that  the  foregoing  atateawnt,  filed 

herewith,  Is  In  all  things  true  and  correct,  and  fully  »how«  all 
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1  rtcorfd   bv   ^q   purajfint    to    th«   T*ga«    i-ltctlcn  C^-.d^.'       i9***^*9*^ 

2  i>*w    •<■■«»>€>   er   >Wi»t    <i»>4b«>' •<  ■v^i^ns^  f  ^^^>■^^^^^■»y-9^^a^f'^^»y■^^tJlll«»^>^tw 

4  tw  a   ■warn   »>■€■■•»>   in«i'c>>C>r«    iHuJr— e«t#-<t»A-'-i^f  twa   M^wlKit 

5  Btteh   fiite   awJ   1»mii»»    •h<I   aiieii   >ta«if awH    ftMHy   Bhawa   all   ^imrlowiy 

6  Mwr«r>ff  ^"gUtflT    iaaw»>    awd  rBjf»enti&-— ^i<"  >»•  <i't^"^g»i»»»-  tinwfui 

7  by   m»t    my  aaayaitw   wwafafr    <»'    a<«&»<iaiii*   ■•■ir*tfw  ■awagOQ   eg   hr 

8  any   «>haf   yagaa w   wtth   ay   ttwawia^^a   ««a   aariaaw>>    kn   fcahali    at   ay 

9  aantftaaay  iar   >i>a  waaiaattaw  <•>   Car   <i«a»taw  aa)    tfca   a««taa   a* 

iO  aa<afa    aha     ™--^— ~T?t:; '  ataatlaa 

11  (watart    a<    the   aieatiaw   ta   ba    eunytia*    In   tha   fclawH)    aw   »ha    <ata 

12  at      ■  ■■   ■     t    aH4   ihaa    I   ha»e   waitihaa   41aaa>l¥  wap    ii><i>aa>ly 

13  arraritail  ar   aeaawttJ  tar    ci>aaufatc<  ar  cai>iit<>ai!l  a>   gaealvtwtr 

14  barrewlwfi    tl'/iwt>    at   law^tm  any  aawwy  a?  any  thlnt  at   valaa 

15  ather   thaw  aa   ahaww   iw  aaH  a>ataaaat>    «3»<   that   i  hmf   wafc>   aa 

1 6  Cay  *»    I   Hwawr   »telata<  awy  yravtatawat   thaMiaw   9t   faaaa 

17  feyefwinf  aiaa^lawa  tw  latta>  ar  in  aytflti'] . 


16  "f*^   *nv  CW»«]  candidates  Pf  PfliitlCfli  CBll^ttCltt  InVfliYm 

19  in  any  e;LBpt,}.on  t*»r-tha  yaptaaa  htw<a  aft  a<itaaa]  ««  daflned  In 

20  Secdon  237  of  this  code  shall  file  the  stattxent  and  oath  as 

21  followsi   for  a  county  office  (any  office  of  \.he  federal,  state* 

22  or  county  governaent  «iUch  Is  filled  by  Che  choice  of  the  voters 

23  residing  In  only  one  county  or  less  than  one  county,' <  tyr  a  aeaatiye 

24  lafcaiite-a  at. an  eJ.ac;tBn  cfltted  bv  a  countYi  »ith  the  county  cieric 

25  of  the  county;  for  a  district  office  (any  office  of  the  federal 

26  or  state  governmentt  less  than  statewide^  which  Is  filled  by  the 
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1  cho.ice.  ot    the   voters   re«ldln<3   In  aore   than  ont  county)   or  a  state 

2  oifice,   cr   Blft^tlfas  ffi»S«"rg  "Ith  th«  (ccrttar?  of  •t«t«i   tor  a 

3  xunicipai    office,    or    .%   pifali^l^^    mtbalr.tad   at    *n   alactlea  c^lltd 

4  bi„iS„JlilIiiSia4llLl  •'ith   the  city   iecratary  or  city  dark  of   the 

5  fii'jrlclpallty;    and   for   an   office  of   a  political   lubdlvlslonf   aj 

6  1   '"faM.Tt   HJfeT'tt«-d  at   an  eiertion  called  tiY  a  BQlU.lcWl 

^  ti^l^aillAiji^^AIJBfX^-JJMa-tLJJZtfnlV  Cr   ■unUlBilUtTA  with   the   secretary 

i  of    trie   governing  i-.odY    {is-*«*i»]    of   the   political    eiibdlvlBlon.      M 

9  a»a»eaawa   ehali  be -»vfta^<ereJ   iH«*   X   aa»»-»a  Wie   gg-i>»»»  aatteag 

1 0  a»-^-ta  »»a>   afi^ige    na^rtta  "^y  ■  pt<te6at«i-e>' wtif»ar*>-»<i."a*»i   tf 

12  tiij  »B«f  (MF-tt-»B"^i»a-i^-ii»<?fT)      The   dead  ■in*   t&it   fAli.u.Q..jmy   it^te^eat 

13  LfcgjaxAd-;iadrx-J>tat^a££llan  ^^i  5  g«Av-ftt-ta»^Xift-.j§fty-iaalflix»ijjl 

14  ij3-^ii6-a£xUJiBfli-6i'tj{tct,tan,  tar  /J.ilJ.flJtliiuAlKtL«aM.v.,..JtJun..Jlti 

15  k»&L_AlHY  9;t  tlUiia-iaiH  gP  4  aatuiditY  or  att<}»:jtA.Ar-4g._.gl.ll>aaA 

1 6  y'.,pte    hQlldav    enigefattd    in    ArtlcAB    45'>I«  ..S*JtiAit6  -i.  :\i  ii..SiaiiiIAi 

1 7  jg   iJK^i,    A^?5.    as   a^tP^'-^'    ^^g   deadline    tar   lAIlr.g  i,;''..s^-,CJ8.aditja 

18  ro    ^i   p. a.    Qi    tug   r.ext   iiav_«,hlch   ^i   Qflt   aL-.\tliIt:?*Y, Jit-JaOMfta-aX 

19  eni/afrated  hoUdav..     A   stateaent   shall   fc»    3itjga.^.JL.tja..ht„UlLU 

2 1  pqp-Js    of   a  cpaaoD   or -CgJQtrPCt  JLarTJtr   Bfiii>;.ULky ..JtmSAaStf ..t9.  LU« 

22  fli^propripte   ^uthprltv   qithlo    the    1.,^Mf    i^f^t:»   accl j.cajnle   to   ttve 

23  iliflLSilJ&al.i V'f,   postmark   or   receipt  aarfc    lif   zti;ifJjLiA.Jax.a-^lS£itin 

24  "r. ''i^n^rft'if,   ^arrier^    will   be   prlaa   tacle   SYldtngt  &l..lAC-;aa.t£ 

2s        ;afl^  sii^sn  ^tateffleDt^aas  deppsited  witn  the  P08t  flttlce  fixi.cairler* 

i(>  Itl£_k&r5arL,FJiiSAri9    l^C    report    ina^_AliO«   IBY    CfllMPCtCBl   titll^CnWC    Uflt 


17 


35-554  O  -  74  -  Pt.  1  -  29 


440 


H.B.  WO.  4 
1     the  actua^„dflte  at   onitlna  w«  to  thtt  CQDtrnry. 


2  'iLlL  *  ^-""dldate  or  political  ctiMlttf  ithall 

3  a  gontrlbutlon  of  ■ore  than  Flvt  Hundrcil  Dcllarg  f«£QQ)  froa  a 

4  Ba;itM:al  caaaj-ttea  jai^t  la  tsit  atati  ^inttm,  tnc  roptyia^tloa  li 

5  aceoBpanled  by  a  written  atateient  which  SBtl  tortn  ttl*  fuU  nan 

6  i^r^ji  eqapiet^e  a^dfeis  of  nach  Beraon  who  contributed  More  than  One 
?  Hundred  DoUffrp  ^SIQQ)  of  the  contrltijjtifltk  dPd  iMcti  !■  certltltd 

8  fli  r,rue  find  porrect  bv  an  officer  ot  tne  contributing  PQlltJ,CJl 

9  cp^;ttef,  »  correct  copy  of  my  i»=fi  <tateMBat  ihaU  b*  Includtd 

10  ti[,fh  t;h^  ttateaent  filed  on  which  tht  cctitributiQn.li  reportxi. 

1 1  ma.H>    §ubltct  tfl  tftt  Bfpv^ jLla&i.flt  ParggrgBtiB  (a?  anfl 

12  (3^    tit    i,i}i,t   Si^ti^fctlon.    aach  candidate   and  poiitigftl   CQ««itf  e 

13  thfU   t9T  fJ->   iub»aauent  elactloni   tile  with  ttia  a.pproarJ.Ata 

14  authority.  a«  deilanated  herelni 


15  "Ui.  ""'^  *arll«r  than  the  4Qth  day  and  not  lat»r  than  the 

16  i\f%   e^av  bafore  the  date  of  an  election  In  which  che-Candldflte 

17  oi  cQilcicfi  coBMlttae  it  involved,  a.  «f  tf  ent  at  lax 

le  cflntrib|itipn«  received  and  all  expenditure!  lade  bv  or  on  behalf 

;3  p^  the  gandj^ji^tB  of   political  coaalttee  diixinO-Ltie  period  heqlnnlafl 

2 0  »^  oTav^a^ii   },,vPer^'?t*Pf'  ^«i  °f-    '•-'>1'  Subsection  ■jmA.SAdlPa  dP  tbf 

21  4QT.h  day  fcafore  the  data  at  the  el^L'tlpr,.! . 

22  !LLU>l^jyai-ftatl  tat-.  itijBO,  taf-JAU)^<ut~fli;id-£a^  lAii'JL.ifaaa-^a^ 

25  feceived   ^ji^   a'-'^    ^^foendltureg   Bade  bv   cr    on   behalf -Cf._.tJ3f._car»dl^JtJi 

26  ar-&fclI^l£Ai-.££JBflJ^iPe__dHr_ina..lM_J2&U       ■faflgJjmlOfl-flG.J.toJt-dfli; 
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H.H.   MO.   4 

1  f<^l}o.lng    thm   D.rlod    Ineludad   In   th«    If  ttMnt    flUd   iindtr 

2  P«r/>or>Dh   m    (n   or  Pur.oraoh  (2)  of  thli  Bubiactlon  and  wndlna 

3  on   the    lotti  dav  before   tn«   datu  Qt   ttn  tifCtlPni    «ad 

4  "fn<T     MOT    '"^"'   <^>^*»  *-*>*   3i«t   rtiiy  affr  the  datt  of  an 

5  ft^Bfitt?"   <n  ifhich  the  candidate  or  nQlltlri)    roMltrtt  li   InTQlfldi 

6  a  jt»t;e«ieDt   at   all   contribution!   received  and  all  ^MtraUtiitaM 

7  BflfJc  &Y  "■•  ""  hghaif  of  the  candidate  or  political -CflasJirtaa 

8  dMlJiPfl   nh«   PCrlqd  f«°^""t"°  ■■  Drovlded   in  Paraarapb  .i^  (it   thll 

9  $uti^ect^c^-fliid_AndlJifl  on  tht  Hth  dttv  ixnK  ■UnuaaacUitfu^ . 


1 0  'HI     tfhenfV*"-   tha  period   for   ■hlch  a  ttataaaoJ^  . V^ffiiUtfl 

1 1  t?y  p.^rf"'-*"'^   tt^    f^^   °^  thll  subeectlon  bafl.tna_l,»K«LJ  (-ja  JilLft 

12  fQth   'i*v   bBfgrf    tf»   '»»te   of    the   election,    tna   flrat    r.j:ftt.faant 

13  ftnAil-fafc-iii&A.nfli.  iftur  rnun  tht  mn  diY  t>Af axR.SJ^  jUAsUaa 

14  antl  ffhan  ^nnlUtlC  t^f  g9"^'-<fa"tlone  and  exp»adlt  ^rei  frca  U^ 

15  6cg?.0Plng  fl*  the  period  through  tha  21f.LJla^t.^ai:ti.ig.tt>.e  ^aaJU-flX 

16  Ui£_AiACilaii* -. 


17  ■iiL>jitif.otY<r..fl  cflntfidatt  li  la -a.JURall-<:iit£iaiiiM.jm 

1 8  ^ater    f.han   r.he    7th  dfly-hefore  j;M_«Jl*£UliEL.lA«. j^il ^-^ ' 4A.tR_:« 

: 0  WorftBQftSt^   CQntrlbutiailit-aDil-axBaiiaU.uriU.-ttiXfilfl.\  J  '\«L  JlilUJ.-4AX 

21  i?fcjcre    t,l>e   runotf   election.      The   itatcacnt.   tA'iilil.t.i JUL^MSAWCMb 

22  (Ij    (JLU   P*   ^t^^«   fiP>?«fFt^^°"  ahall  be  filed  not  late r_ than  tha 

23  3UJL>a&z-alit£»-U>ft-i.unQf{  citctlflr.  aod  jJMJ>i-.UiJL-<LU-.eiiuit3;lfettLLfliii 

24  tBfietv?{i  flO'^  a;i   expendlturL-a   aade   during   the  period  beginning 

25  ftfc,EXfiy.idAiLJ.ii-Pflrflfirog»-Jii-fll»tfJlg.  subicfitlBn  ujAjuuUa^or  the 

26  iAia,.iAi:-aJ^L££-tng  r una tX-fcU£t Ian* — 
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3  ajUiJUi£UAJi..feR!U.RtA „.... 

■'        &a»iiU.4«iA^aA4_c.ftaiaAJ*d4 _ _... 


B  "cm      ror    any   othT    i»laettc.n..    on    th«   d*v    that    a   camatan 

9  Bfln^gar   Ma«  flxat.  apoolnttd  acdwr   Stctlon  238   oi   thli   coda,    pf 

10  for    a   continiiinQ   polltleal    ea— Ittae.    on   tha    day    tolloiilna    tha 

U  period   included   la  tha   lait   raport   filad. 


13  "(Sy.    It   a    ttataaant    filad   uadar    Paragraph    fll    till)    at 
1)  thl«   SDbaactlon   «hQMi   an  unamandad  balanca   of   eonf:|-lbutlnn«   of 

1 4  fta.(HBtntfUftfft-jaiitlcUi  tft«.gMdAait«..At: .■RflULU&l.-CflMmtt  fhaii 

1 5  fila  wltn  tne   auproptiata  authcrltvi 


16  "(1^      MQt    latar    than    tha    31«t    day    after    tha    daadlln.    for 

17  <j,tlnfl  tBB  iHAt.c»CDt  uaaii:  FaraarflBa  .tU-Ulii  ax  Rtt<%AT.KRh..LU 

18  Qf  thia  Subiaction.  a  aupplaaental  atateaant  of  contrlbutlona  and 

19  txBcimUUiTitu  and , 


20  Viiil.     gf"^^    '^»*''    «^^*''    '^*^*    deadline    for    ftllno    the    f^r«t 

31  lUBgjffBenUi.  atfltcitoL  at  7aoi;rthutlRng.)ind..MBej>iiil.turt»j.  an 

22  ft^.iiujLsn&l-j.lAteicnt;  inaU  ft*  <U«Ld^AJJJwUut.-jC£auaL-A&aju„.afl 

23  aatiatadAdLfeft^ancc.Bt.CBDtiUutloBi  at  txatindltugc  ittisli, iht 

24  fnnual  t^tata^ent  ghall  be  filed  on  or  before  January  15th  folloMlpo 

25  tfaf  iaii.tuinfl  hrrtatttr  regmrcd.    Pravldedi  hawcYift  that  aa 

36  filing  BUi»bt-«fla.Ucd  UBdK  .tfa^i  auMtctloQ  It  tfatit  havt  batn 
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">  ia.-U.u'.-at.i^juEfliiiiMioja  jwiauakJEiaiaa,: 

7  ':o    {114   xuch    Siorr    stetesent   at   th«   tla*  ?io\'14t'S  £i«r*ln  er   »vs&rf 

B  'aiiciy   therein,    iM„j;«BdiJ*JULJi£.,iaA^v««a*lfm.'?Sati?Ac:.^^ 

9  eejJ-li£AJ«-£2**.4JL£jt£    ''♦♦"'    *h«ll   be   sotrjsiTt    j?'»;  Aonji^T Jot<   to  • 

K'  'ire    net    less    t^.6n   Cii?   Hv."^<Jrea   Dollat*   »  ;r   »v-3   ?.^*Tl  *•!*•   thoasanr 

11  T'Ollara*    or    fce    J«pr;»i.ned    in   t.^e   renltenti«i?   noK    '.«»»    tisan   on* 

li  r.or    Biore    than    flv*    y«ari,    or    b*   both    »o    1!1'*.{    »f.*    'les^Tlitinsd.^ 

1  fa  i^ir^»~»<--»hta-€«<ier    >i   ht«   f&ttnti-^o  havn   fe&e-aaa^—i^AflW^J  laycm  »fc« 

:9  '»»rf^»^^h<-"»«t>*t»i«<!»    tc— jfC-aHiWf;] 

^'^  ILUl-^*-^''       ^^"-^    candidate    <U„iiWBftliiIL.*aJ--r„«l^&i.^.aa<kiiiEA 

^l  C£*BlLLftl  '*^'^   ittllt   'TO   report    in  ibolc  or    In  v^Jt   *ny  £flftiXifiiUiii& 

^•'  it^^Ai.*"  QililUti         Cg*^^--*^   ■    H<H»^'-^^«■»^>»»t■<^^•^♦»--8«^^^^y<^»r-^^^fr♦tt^y"     »V        g<Hft 

;!3  ^^^.fry-op   titB-^—^^^^f urirj    o«   provide^!    Ir   the   fcregclr?!  ai£J?A*AflflA 

2i  [ p^^r«<ir optitf ]    ot    thl«    Section   sfiall   be    ilablt   tor   (ionbl«   the   aaoun 

25  or    value    of    such    'inreported    COntrl&UtXtia   OL-fcXa&aAmxJK    l<9*t*T 

20  i-tr<!H>-> — jH^ysK ftt-f—a-f-  ti^ijrgT 3    or   unreported  portion   t^«reot»    to   each 
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H.B.  Ho.  4 

oppoilnq  candidate  In  any  election  prior  to  unlcn  tane  should 
have  been  rsportea.   Each  of  such  opposing  candidates  shall  also 
recover  reasonable  attorneys'  fees  for  collecting  the  above 

llqulciaced  damaqes  . 


"Ck^   Any  cflQc^idate  .or  campaign  manager  at   a  CiilltlCfll 
cppmltteje  gno  ^alls  to  rgPOft  ^n  wnQle  or  in  part  any  CQnt.rlbutlQD 
fr-CHPerVUure.  f^g  Q^pvlded  m  this  section,  shall  bft_clYlllY 
JtdQiP  'Tp..;fie  S-^^^^   '^'^   Texas  for  an  aaiount  eflUfll-lfl_Lf iPiC  tii£ 
iJH^Aai^-S-l.  lit  iS   ft    ^"<^^"'  unreported  contributlaj-ax-unf epsrted 

eAtrenalluie* 


[^-^]   It  snail  be  the  duty  of  any  person  maKlng  one 
or  more  contributions  or  loans  aggregating  more  than  One  Hundred 
Dollars  (SlOO)  to  any  candidate  gy  [?<nli):ical  commlttet  for  the 
purpose  of  anv  eiP^'^J-Q"  Ciwftheftwf  hlo  eow^l^oerj  to  ascertain 

jinether  tne  candidate  pf  Dpl|ltlcal  cpnucittee  properly  reports 
sucn  contributions  or  loans»  as  provided  in  tnis  Section,   If 
sucn  contrlDutlon  or  loan  is  rioC  reported,  It  shall  be  tne  duty 
of  tne  person  maxing  sucti  contribution  or  loan  to  report  the  same 
under  liatn  to  itie  proper  official  as  provided  in  this  Section^, 
It  such  tor;^i iDution  or  loan  is  not  reported  by  either  the 
-andidatejL_Uia_a£iiU..:ii-tiimiiJLfi£^  or  the  person  ~.aV;ing  same, 
the  latter  shall  be  civilly  liable  to  each  opponent  of  the  favored 
candidate  for  double  the  amount  of  such  unreported  contribution 
or  loan,  or  i>arL  -l.ereof  unreported,  and  for  reasonable  attorneys' 

tees  for  collertlnq  the  same. 

i^^^j   ijtaten.ents  filed  under  this  Section  shall  be 
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H.P.  J9,  4. 

1  Qoen  to  pjbllc  Inspection.   Tney  *!-«l.i  be  preserved  tot   a  i>«rlod 

2  of  two  years,  utter  «nlcM  tney  aay  be  <le»troye<3  'jni«i»  a  court 

i  of  cmpcrer.t  lur  1  sdl clor.  ua»   ordered  their  further  preservatlon.-l. 

4  Sec.  10.   Subsection  (b).  Section  i*(»,    Tesaa  Election  Code/ 

5  as  amended  (Article  M.IO,  Vernon's  Texas  Election  Code}>  Is 

6  amended,  to  read  as  follons: 

7  "(bl   No  po,iU^^"i  advertising  shall  Le  accfcntgd  tur 

i  prlatlpq.    pufrl-^rn^'""'    ^r   broadca-itlna    jnlesi   fl  c-::^v -al.-t.)it  Mflttgl 

<?  !;.;   t^ff   prltifLed   of   Dufallshe<i|.    slaned  bv   the   iQdli£ldt-.al  coarrafitlnfl 

1 0  tr,^r>fQr   ar)d   xho.lna   his   full   addrc&A   and.    It  J^„U,J£l;A08,tt«.  ftO 

•  1  ftsifnp.    shQjtng   ffiyo    the  nant   of    the   i:an<llAa.tJ^-flAAiUcal   CQMlttH' 

1 2  pr   hL.«in...   »ntttv   ha    represents,    is    dapoiltcAj  itH  HXlBJUJU. 

1 3  Qu|;,)j«h.r.    flr   ^rqadcastar   aeeeptlna   tha  adYartlilna.    -Thl  DiriQn 
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H.B.  No.  4 

1  or  be  Impyl^o^fitl  nqt  leyi  than  one  year  nor  aore  than  five  veari 

2  pr  be  both  ao  fined  and  lmprl«Qned>" 

3  Sec.  11.   The  Texas  Election  Code«  ai  aoendedf  Is  amended 

4  by  adding  a  new  Section  249  to  read  as  followsi 

5  "249.   Election  Commission 


6  "(a)   There  ii  hereby  established  a  County  Election 

7  Commission  In  each  county  of  the  state.   TQe  County  Election 

~  8  cb°"1^s«^°'^  shall  consist  of  the  two  personi  serving  at  the  county 

9  fhfirmen  for  the  two  political  parties  rccaivlna  the  tint  and 

10  |i(pnn<i  highest  number  of  votes  cast  for  Governor  In  the  luBedlatelv 

11  Brtgfdina  qeperal  Election  for  Governor  and  tha  district  ludae 

1 2  senipr  in  past  consecutive  service  pieiidinu  in_ar  over  a  diitrlct 

13  court  in  the  county  whether  or  not  It  be  the  county  af  hla 

14  reiiflcncc. — 


15  "^hj   ^h*  r°""*^v  Election  CoBaission  aay  at  its  own 

16  discretion  or  shall  upon  request  Inspect  any  campaign  contribution 

17  and  eKoendlture  statement  filed  with  the  CQuntv  cler)c  of  that 

18  fifjpnt^y  or    tihf   elerx   of   any  munlciBJill.ty-or   political,  lubdlvlllon 

19  located   [^ar*^*^^^^   "r   "hollv   within   that   county  provided   the   filing 

20  «^    done    ytthln    that   OAftlcular    county. IftC.  CQiat^l>an    Hhflll 

21  iBBBdlfltfW  tiq^^fv  *»v  candidate  qj  arillf.lcal   caMlttee  CflBPalgn 

22  aanaaer   teaulred   to   file   a  stateient   Iti 

33  'tilt,     '^^  aoD»*r«   that    f.he   person  has   falltd  to   flit  a 

24  mtHUBt   P$   rectilred  by   law  or   the   EtattMinr  llltd  hv  that  aerifln 

25  daH.PPt   fiCD^ffllTi..  t?   ln\    Qf 


2*  __JJ^lr.Jk.JiTJJJAii^z.!akiiXiiS.JjLMiAAJU{  ant  stUJUusA  vgtir     . 
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H.B.  Wg.  4 

1  a^jtglxxa^UJLL^-t'^ff'"^""'^  filed  with  the  proper  authorlcv  dfltl 

I  ,'.qt  fnnfcrr  ro  law  or  that  a  pergon  hfl«  tailed  to  file  ii  utateaanti^ 

3  "Jt  after  :^r.)Par  notliicaticn  bv  the  CcaMliiion  a  candldatt 

4  or  political  fTCBF^ttee  falls  to  coaplv  with  t^e  provilloDl  Qf 

5  tti^  PPdp.  tt^e  r^mmisslon  ahall  infora  the  CQuntv  or  dlttrlct 
o  ftytornev  of  the  viQ^atlon  lo  that  appropriate  lacal  action  Mav 

■/  fae  iflnen* 

8  "ill-   '^'^'^'•P    ^i*   h"*fav   egtftbliihed   a  State   Klertlon  Co—inlQD 

9  to   f;vnslBt   of    the   two  pertona   aervinq   ai,atate.-ghAlxiEaxiL-aX-mg 

10  executive   committeeg    of    the   two   political   aartlet    rgCtHLllig-ma 

1 1  tU5t   flntf   fecond   hloheet   nuaber   ot   vott.t.  cftitt   tyf.  ,.Qj,  v,U,Mr..J«!UUU 

1 2  iTimgdiftteiv   preceding   General   Election  tor-Gxtveratuv  _'.^,t.Xfe.Lt4 

1 3  JmUc^e    of    the    Siipreae    Courtt    the    Prealding    Judcg   o£    t.ag..CO-Jtt 

14  of    Criminal    Apoealgt    one    Juatice    of    a   CoHfL   ct   (.  Uil-\aC!ia.U 

15  appointed   fe^   t,fie   Chief   Juatice   of    the   SuorAMB -C&urtL}.vDt_,dAAtrllit 

16  jufas   gqcointqti  bv   the   Ptcaidlnq   Jjdae.  oJ -t>j.  wc^ii.rj.,j?g_rj:litlgnU. 

17  ftppfais:    two   countv   oartv   chalraen  of    the   »KecuU.v«  cna>«At_t^<J 

1 8  o^    the   two   DQlltica^    partifg    deacribed  aho»a3    tsn.i   f he  ■.aecreJ-Ar.t 

19  at    Jtatfi. 


20  'i^<X\    ,The    State  Election  r.0M»t»aJLaQ_ftft3L.At_jT.>-gJtJQ-AUi^r£JLlan 

21  ftH  ^hnU    \lPqP    r*P^*»t    Ingcfct    anv   frpapalan   contr tbut  Ion   and 

22  qxP*"<i>ture    gtateaftPt    filed    with    the    Secrtter?   f^f   StALr. TJiX. 

23  "^OBaiSfi^f"    ^^^ll    ,tBaedlatelv   notify   an? .  cfladldat».fl£.  ngJltlCAl 

25  "U_l_  ir,    fflPPCffri    thffT    r^f    person   h*«    failed   to    tlla   a 

?6  fiJLai£A£aL-.AJL-;.fcajtlXfcg-ftY-lM  ,gl    tftftt.A.  Itfl^jUagPl-JUUUjLkS-^^^ 
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H.B.  NO.  4 

1  n^y^Df^  dQgg  not  conform  to  lam  or 

2  "iil     A  vrlttan  complaint  Ig  filed  bv  any  realatergd  voter 

3  alleolna  that  a  ttatement  filed  with  the  proper  authority  doetn't 

4  contBra  to  iat   or  tfiat  a  Bcrton  Hat  tailed  to  tile  a  atatcBcnt 

5  reoulfed  hv  laii  . 

6  "If  after  proper  notification  bv  the  CoaBltslon.  a  candidate 

7  or  political  commltttc  tain  to  cobpIy  tiitx  tftt  proYlaloni  ot 

8  thla  coflfli  the  cowlailon  ahall  iBtori  tnc  appropriate  dlatrlct 

9  atEarnev  ot  ,ttie  violation  ao  that  appropriate  l&flfli  action, my 

10  be  taken." 

11  Sec.  12.   Th*  Texas  Election  Code*  ai  aaended*  la  aaendcd 

12  by  adding  a  new  Section  250  to  read  as  folXowsi 

13  "250.   Injunctions 


14  "The  dl.trlet  courts  of  thl.  ttate  .hall  have  luriedletlon 

15  to  laaue  inlunctlona  to  entorce  the  orovlalona  ot-thli  code  upon 

16  aopileatloD  bv  any  dtlaen  ot  thli  6tate.«j: 

17  Sec.  13.   Subsection  (b).  Section  19»  Texas  Election  Code> 

18  as  amended  (Article  3,05f  Vernon's  Texas  Election  Code)>  is  amended 

19  to  read  as  follows:— — . 


20  "(b)   By  candidates.   Any  candidate  [ftva  «p  ewe  finti  at 

21  the  aawdldatee?  whtahe»er  ta  lesa>]  whose  name  appears  [naaaa 

22  appeaf ]  on  the  official  ballot  of  any  general*  speciali  or  primary 

23  election  for  any  public  office  may  appoint  two  watchers  for  each 

24  election  precinct  and  Ptace  of  absentee  voting  in  which  the  OMt 

25  [i*«M»««]  of  such  candidate  qppears  [eawdtdatee ■  appear ]  on  the 

26  ballotf  by  delivering  to  each  such  watcher  appointed  by  him.. 
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H.B.  NO.  4 

1  [fth»w>  >fl«if  t>  tht   4mr   >i  th<  eiftltwr]  a  certificate  ot  hl» 

2  appointnent  setting  forth  the  naae  of  the  pcrcon  appointed  and 

3  the  number  of  the  precinct  where  such  watcher  la  to  ■ervc.   The 

4  certificate  chall  be  signed  personally  oy  the  eandidaf 

5  [gaw^ldatee]  maKlng  the  appolntaent  and  shall  also  bear  the 

6  signature  of  the  appointee.   The  assistant  caapalgn  Manager  of 

7  any  candidate  for  state  or  district  office*  designated  In 

e  accordance  with  Section  238  of  this  Code*  eay  act  on  behalf  of 

9  the  candidate  he  represents  In  the  appointment  of  watchers  In  the 

10  county  for  which  he  has  been  named  assistant  caapaign  aanagerr 

11  and  certificates  executed  by  hi*  shall  bear  his  signature  as  agent 

12  for  the  candidate*  In  lieu  of  the  candidate's  signature,.; 


13  Sec.  14.   Nothing  In  this  Act  repeals  or  otherwise  affects 

14  Article  542Ba*  Revised  Civil  Statutes  of  Texas*  1925*  •■  added 

15  by  House  Bill  No.  8,  Acts  of  the  63rd  Legislature*  Regular  Session* 

16  1973. 

17  Sec.  15.   All  laws  In  conflict  with  this  Act  are  hereby 

18  repealed  to  the  extent  of  the  conflict  only. 


19  Sec.  16.   If  any  provision  of  this  Act  or  the  application 

20  thereof  to  any  person  or  circumstance  Is  held  Invalid*  such 

21  Invalidity  shall  not  affect  other  provisions  or  applications  of 

22  the  Act  which  can  be  given  effect  without  the  Invalid  provision 

23  or  application*  and  to  this  end  the  provisions  of  this  Act  are 

24  declared  severable. 


25  Sec.  17,   The  lirportance  of  this  legislation  and  the  crowded 

26  condition  of  the  calendars  In  both  houses  create  an  emergency  and 


27 
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1  an  imperative  public  necenlty  that  the  constitutional  rule 

2  requiring  bills  to  be  read  on  three  separate  days  In  each  house 

3  be  suspended/  and  this  rule  is  hereby  suspended*  and  that  this 

4  Act  ta)ce  effect  and  be  In  force  from  and  after  Its  passage*  and 

5  It  is  so  enacted, ^ 


President  of  tHe  Senate 


Speaker  of  the  House 


I  hereby  certify  that  H.B.  No.  4  was  passed  by  the  House 
on  April  4,  1973,  by  the  following  vote:   Yeas  140,  Nays  3;  that 
the  House  refused  to  concur  in  Senate  amendments  to  H.B.  No.  4  on 
May  25,  1973,  and  requested  the  appointment  of  a  Conference 
Committee  to  consider  the  differences  between  the  two  Houses;  and 
that  the  House  adopted  the  Conference  Committee  Report  on 
H.B.  No.  4  on  May  28,  1973,  by  the  following  vote:   Yeas  141, 


Nays  4. 


Chief  lylerk   of    the   House 
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H.B.  No.  4 
I  hereby  certify  that  H.B.  No.  4  was  passed  by  the  Senate, 
with  amendments,  on  May  24,  1973,  by  a  viva-voce  vote;  at  the 
request  of  the  House,  the  Senate  appointed  a  Conference  Coomittee 
to  consider  the  differences  between  the  two  Houses;  and  that  the 
Senate  adopted  the  Conference  Committee  Report  on  H.B.  No.  4  on 
May  2B,  19  73,  by  the  following  vote:   Yeas  31,  Nays  0. 


APPROVED 


:  '^i^^£/Y/'9P-Z 


,Date 


Secretary  of   the   Senate 


JUW  1  4  137, 
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Exhibit  15. — Memo  From  Dr.  Normcm  Re  Proposal  for  Migrant  Health  Care 

by  Prepayment  to  Insurance  Company 

August  22,  1972. 
Memorandum  To :  Regional  Health  Director. 
From :  ARDSHA,  ORD,  Floyd  A.  Norman,  M.D.,  Assistant  Regional  Director 

for  Health  and  Scientific  Affairs. 
Subject :  Meeting  with  Drs.  Vern  Wilson,  Jim  Peavy,  John  Smith  and  Mr.  Phil 
Overton,  Sunday,  August  20,  1972. 

In  your  absence,  as  discussed  with  Dr.  Barton,  I  met  Dr.  Vern  Wilson's  plane 
at  1 :26  p.m.  and  accompanied  him  to  the  Braniff  VIP  Room  where  he  met  Drs. 
Peavy  and  Smith  and  Mr.  Overton. 

John  Smith  presented  the  proposal  that  you  have  heard  regarding  health  care 
of  the  migrants  by  prepayment  to  an  insurance  company.  Dr.  Wilson  retaliated 
that  this  was  a  good  idea  but  that  Senator  Kennedy  and  other  members  of 
Congress  had  questioned  the  use  of  project  funds  to  grantees  who  in  turn  sub- 
contracted for  third  party  payment  mechanisms  by  any  arrangement,  such  as 
health  insurance.  Nevertheless,  he  had  requested  another  review  of  the  General 
Counsel's  opinion  in  order  to  determine  if  he  could  accept  and  fund  such  a 
proposal. 

The  Family  Health  Center  at  Crystal  City  received  much  discussion.  Dr. 
Wilson  was  quite  familiar  with  most  of  the  facts  and  past  history  of  the  devel- 
opment of  this  project.  He  stated  positively  that  HEW's  commitment  was  con- 
tingent upon  OEO's  participation  and  that  if  OEO  did  not  override  Governor 
Smith's  veto  of  this  project  that  it  would  provide  additional  time  to  work  out 
some  other  method  of  payment  for  health  care  of  the  migrant  and  seasonal 
laborer. 

Dr.  Wilson  was  very  pleasant,  very  cooperative  and  very  supportive  of  TMA 
and  the  State  Health  Department's  efforts.  He  did  not  discourage  their  proceed- 
ing with  their  plans  nor  did  he  give  them  any  basis  for  being  very  hopeful  that 
HSMHA  could  partially  fund  such  an  undertaking. 

Enclosure : 

*' Supplemental  Report"  to  April  2,  1971  Community  Health  Service  Memo- 
randum to  Acting  Regional  Health  Director,  DHEW/HSMA,  Subject  Status 
Report-San  Antonio  Model  Neiffhborhood  Area  Comprehensive  Health  Care 
Project  Grant  Application  No.  D-000,002,  Sec.  314(e). 

The  Bexar  County  Medical  Society  exemplifies  the  type  of  organized  medical 
resistance  that  stood  in  the  way  of  Medicare,  until  it  was  passed,  and  since  then 
has  been  readily  accepting  fees  from  the  Society  Security  Trust  Fund.  Medicare 
now  looks,  to  the  casual  and  not-so-casual  observer,  like  a  welfare  program  for 
physicians  rather  than  Health  Insurance  for  the  Aged. 

The  same  phenomenon  is  occurring  with  every  health  related  program  that 
develops  to  meet  the  overwhelming  health  needs  of  deprived  groups  of  people 
living  in  Bexar  County.  When  four  physicians  agreed  to  participate  in  migrant 
worker  health  clinics  the  Medical  Society  objected,  threatening  the  physicians, 
and  thus  the  program  with  loss  of  hospital  privileges  if  they  continued  to  practice 
on  a  salaried  basis  in  the  clinics. 

When  the  medical  school  Department  of  Community  Medicine  became  involved 
\n  establishing  an  OEO  Health  Center  in  a  deprived  area,  the  medical  society 
through  its  influence  with  the  Board  of  Regents  of  the  University,  succeeded 
in  obstructing  commencement  of  operations  for  a  year,  saying  that  it  is  not 
the  business  of  the  medical  school  to  provide  health  services,  but  to  teach  medi- 
cine. (In  a  time  when  there  is  a  crying  need  for  family  physicians,  and  it  is 
known  that  the  family  practice  setting  is  necessary  for  appropriate  learning  of 
this  specialty.) 

More  recently,  as  the  City  of  San  Antonio  developed  an  application  to  plan 
for  a  health  system  for  the  model  neighborhood,  the  medical  society  again 
objected,  stating  merely  that  they  couldn't  consider  the  plan  unless  the  City 
Health  District  or  the  County  Health  District  were  the  applicant. 

Moreover,  the  Bexar  County  Medical  Foundation  was  formed,  purportedly  to 
provide  care  for  the  240,000  medically  indigent  of  Bexar  County.  Upon  meeting 
with  the  leadership  of  this  new  foundation  I  learned  that  they  were  under  the 
impression  that  there  were  to  be  large  sums  of  money  available  to  pay  for  the 
health  care  provided  these  indigents.  The  apparent,  sudden  altruism  of  that 
group  was  thus  ill-founded,  and  in  fact,  not  real. 

The  record  of  this  medical  society  to  date  suggests  that  any  future  health 
program  in  the  San  Antonio  area  will  have  to  contend  with  a  reactionary  group 
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of  physicians  that  have  assumed  total  leadership  and  control  over  the  practice 
of  medicine,  and  are  dedicated  to  preserving  the  status  quo.  They  place  preser- 
vation of  solo  practice  and  sacrosanct  fee  for  service  above  the  development  of 
real  programs  to  meet  the  health  needs  of  the  population. 

Thus,  if  DHEW  is  ever  going  to  spend  Federal  health  dollars  effectively  to 
sponsor  a  project  to  meet  those  needs,  it  will  have  to  deal  directy  tcith  or 
directly  against  the  medical  society. 

A  decision  will  have  to  be  made,  for  the  health  problems  of  the  San  Antonio 
area  are  enormous  and  will  require  Federal  assistance. 

David  P.   Thompson,   M.D., 
Medical  Officer, 
Community  Health  Service, 
DHEW,/H8MHA/R0   VI,   Dallas. 


Exhibit  16. — Dean  Sharp  Interview  With  Dan  Eadrovach,  May  8, 191  Jf 

Interview  with  Dan  George  Kadrovach,  Executive  Director,  Hermann  Hos- 
pital (Univ.  of  Texas  Medical  School  hospital  in  Houston),  and  former  Chair- 
man (1973-^)  Houston-Galveston  Area  Health  Commission.  Mr.  Kadrovach  was 
also  Vice  Chairman  (1972-3)  and  Chairman  of  its  project  review  committee 
during  1971  &  '72. 

He  tells  us : 

HOUSTON  PARK  PLAZA  HOSPITAL  SITUATION 

1.  A  llttls  over  a  ytar  ago,  20  doetori  SBioclRtta  with  tht  Houston  Ttxai 
Mgdleal  Ctnttr  (7  or  S  hogpltal8=l»«t  thfy  uitd  Ht^rmnnn  Hospltnl  ninlnly) 
got  togithtr  and  plannid  tht  eonitnietlon  of  a  prtiprlttary  hospital  (Park 
Plaza  Hospital)  oni=half  milt  from  Htrmann  (dirtetly  aeross  Hermann  Park). 
Tht  doetors  formtd  Mtdfnee  Corp.,  which  in  t\irn  owns  Park  Plaza  Hospital. 
In  ordir  to  own  stoek  in  Mtdtneo,  ont  has  to  bt  a  doetof  and  agrtt  to  «Sf 
Park  Plaza. 

Tht  doetors  (or  eerp.=lt  isn't  eltar)  pttltiontd  twiet  to  tht  Ooniprihinsivi 
Planning  artawidi  B  agtney  in  Houston  for  approval  and  twiet  thty  wtrt 
fifiisid,  on  thi  basis  that  tht  btds  wtrt  not  nttdtd.  Howtvtr,  tbty  rietlvtd 
approval  from  tht  Ttsas  Oovtrnor's  A  Planning  Agtney,  and  eamt  to  Washing- 
ton  and  got  approval  for  an  FHA  loan  to  eonstrnet  thtlr  hospital. 

etlABLAKl,  TlXAi   (NASA  iPAOl  C1NT18)   HOSPITAL  SITUATION 

2,  Somt  timt  in  196&  or  1070,  tht  community  Itadtrs  of  Oltarlak©  said  that 
tht  eity  nttdtd  a  community  non-profit  hospital.  Tht,v  pttitlontd  Cltarvitw's  B 
Aftney  and  rtetivtd  approval.  A  group  of  doctors  thta  got  togtther  and  built 
thtlr  own  proprietary  hospital  down  tht  strttt.  Thty  wtre  able  to  do  this 
without  approval  of  the  B  planning  agency  because  that  agency  was  voluntary 
and  had  no  teeth  to  enforce  planning  decisions.  The  two  hospital  were  completed 
around  the  same  time.  The  group  of  doctors  involved  kept  their  staflf  privileges 
only  with  their  proprietary  hospital.  The  community  ho.spltal  Is  now  in  serious 
financial  trouble.  The  Government  Accounting  Office  Is  investigating  because  of 
the  FHA  loan  Involved. 


Exhibit  17. — Letters  and  Statements  for  the  Record  Relating  to  Tewaa  Medical 

Association 

Mat  11,  1974. 
Mr.  Dean  Sharp, 

U.S.  Senate  Antitrust  Subcommittee 
Senate  Office  Building 

Dear  Mr.  Sharp:  Here  is  the  material  we  discussed.  The  first  eleven  pages 
were  written  over  a  year  ago.  Page  12  I  wrote  last  night. 

I  hope  it  will  help  to  realize  your  purposes.  I  wish  there  was  more  documen- 
tation, but  so  much  of  what  went  on  was  simply  the  day  by  day  perfectly  casual 
and  normal  functioning  of  any  average  feudal  oligarchy  in  which  notes  and 
records  are  superfluous. 
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I  fought  my  fight  for  something  better  for  nearly  a  quarter  century.  I  lost 

more  battles  than  I  won,  but  I'm  ashamed  of  none  of  them.  Now  I'm  out  of  it. 

I  shall  never  work  for  another  government  agency.  But  if  there  is  anything  I 

c*an  do  as  a  private  citizen  to  help,  please  call  on  me.  Good  luck  and  best  wishes. 

Sincerely, 

Fred   S.   Donaldson, 

Austin,  Texas. 
Enclosures. 

In  the  Toils  of  the  Serpent 

Second  only  to  the  Cross,  there  is  probably  no  symbol  in  the  Western  World 
more  revered  than  is  the  Caduceus,  the  rod  with  entwined  snakes  that  repre- 
sents the  medical  arts.  It  is  startling  to  the  casual  observer,  therefore,  to  find 
it  on  the  seal  of  the  International  Brotherhood  of  Magicians.  The  explanation 
lies  in  the  real  origin  of  the  Caduceus.  It  was  Mercury's  wand,  with  which  the 
playful  god  put  mortals  to  sleep  so  that  he  could  hoodwink  and  play  tricks  on 
them.  The  deeper  one  delves  into  the  current  practices  of  organized  medicine  in 
Texas,  the  more  ironically  appropriate  the  symbolism  becomes. 

The  Texas  Medical  Association  has  exercised  total  control  over  the  Texas 
States  Department  of  Health  during  the  tenure  of  its  present  director,  Dr. 
James  Peavy.  It  has  been  a  blissful  thirteen  years,  unmarred  by  a  single  sug- 
gestion that  what  was  good  for  the  TMA  might  not  be  good  for  the  people  of 
Texas. 

In  1966,  the  lawmakers  in  Washington  thought  they  had  a  better  idea.  P.L. 
89-749  the  "Partnership  for  Health"  Act,  created  Comprehensive  Health  Plan- 
ning that  was  to  give  the  people  the  power  (and  the  responsibility)  to  resolve 
their  own  health  problems.  It  was  a  180  degree  shift  in  the  power-flow,  an 
opportunity  for  citizens  to  wrest  back  from  the  bureaucrats  and  vested  inter- 
ests those  decisions  that  determined  what  health  resources  they  were  to  have 
and  how  they  were  to  be  used. 

It  gave  the  consumer  of  health  services  a  role  beyond  the  single  one  assigned 
him  by  tradition — the  privilege  of  picking  up  the  tab. 

Comprehensive  Health  Planning  was  a  far  from  perfect  tool.  It  was  hedged 
In  by  restrictions.  But  because  the  job  it  was  designed  for,  to  bring  some  balance 
and  redress  into  the  health  system,  demands  to  be  done,  and  because  nothing 
any  better  has  been  proposed,  it  has  survived  long  enough  at  least  to  build 
some  of  the  tools  of  its  trade,  to  survey  the  extent  of  the  problems  and  develop 
some  hint  of  possible  alternatives,  and  to  gain  a  painful  appreciation  of  the 
power  of  its  foes  and  the  inexperience  and  disorganization  of  its  friends  and 
beneficiaries. 

In  simplest  terms,  CHP  exists  only  to  gather  data,  analyze  it,  and  from  it 
extract  information  to  be  used  by  judicious  men  in  positions  of  authority  to 
make  decisions  that  are  in  the  best  interests  of  their  constituents.  The  intelli- 
gent planner  seeks  no  power  of  his  own.  He  asks  only  that  he  be  given  time  to 
do  his  delicate  and  intricate  job  and  that  he  be  allowed  to  transmit  his  findings 
without  restraint  or  prior  censorship  to  the  authority  to  which  he  is  responsible. 

There  are  jobs  CHP  can  tackle  even  in  this  stage  of  its  development  There 
Hre  holes  in  the  grid  of  services  through  which  deserving  people  are  slipping. 
They  can  be  spotted  and  helped.  There  is  obvious  waste  and  duplication  than  can 
be  illuminated  and  eliminated.  There  are  State  programs  that  have  outlived 
their  usefulness  and  there  are  unmet  needs  for  which  feasible  answers  can  now 
be  provided.  The  latter  can  replace  the  former.  A  well-motivated  administrator 
need  only  know"  of  many  of  these  things  to  effect  useful  changes. 

CHP  differs  from  most  governmental  programs  in  that  it  is  not  built  in  the 
usual  governmental  pyramid  with  decisions  trickling  down  through  federal- 
state-local  levels.  The  areawide  planning  agency  is  the  keystone  to  the  entire 
program.  The  decisions  that  actually  affect  peoples'  lives  and  customs  can  be 
made  by  representatives  closest  to  those  same  people  and  decisions  for  multiples 
of  the  areas  can  be  made  after  the  constituent  areas  have  been  consulted  about 
them.  The  state  CHP  agency's  major  roles  are  to  act  as  information  broker 
to  and  between  the  areawide  agencies,  to  develop  tools  for  them  to  use,  and,  most 
importantly,  to  evaluate  the  state  programs  to  determine  whether  or  not  they 
are  responsive  to  the  needs  of  the  citizens  as  the  areawide  agencies  find  those 
needs  to  be. 


455 

It  is  because  of  this  last  responsibility  that  oflBcial  health  agencies  and 
medical  associations  in  every  state  have  been  so  eager  to  control  CHP.  In 
Texas  a  powerful  effort  has  been  made  to  put  the  Governor's  OflBce  of  Compre- 
hensive Health  Planning  inside  the  Health  Department  corral  where  its  inves- 
tigative findings  cannot  possibly  embarrass  the  TMA  or  jeopardize  its  iron  grip 
on  the  public's  health  purse. 

During  Governor  Smith's  first  administration,  before  TMA  belatedly  began 
to  shower  him  with  campaign  contributions,  the  infant  agency  demonstrated  its 
capacity  to  do  both. 

Two  years  ago,  Texas  led  the  nation  in  the  incidence  of  preventable  communi- 
cable diseases.  First  in  polio,  first  in  measles,  first  in  diphtheria,  fourth  in 
whooping  cough,  and  well  above  average  in  the  others.  The  position  of  Texas 
Medical  Assn.,  and  hence  the  Texas  State  Department  of  Health,  was  that  the 
immunization  of  children  was  the  prerogative  of  the  private  physician  and 
should  be  tampered  with  as  little  as  possible.  The  worst  diptheria  epidemic  in 
the  nation  in  years  in  San  Antonio  (called  a  "mild  epidemic"  by  health  oflScials) 
made  the  situation  intolerable  to  many.  The  Office  of  CHP  gathered  the  com- 
parative facts  and  presented  them  to  Governor  Smith,  with  the  recommenda- 
tion that  he  call  for  compulsory  immunization  of  children  prior  to  attending 
school.  Governor  Smith  did  so.  His  cue  was  picked  up  by  several  legislators. 

The  position  of  the  Texas  State  Department  of  Health  was  interesting  to 
follow.  In  his  ten  years  as  Commissioner,  Dr.  Peavy  had  never  recommended 
such  a  step,  although  many  other  states  had  successfully  reduced  their  inci- 
dences in  that  way.  When  the  Office  of  CHP  recommendations  were  published, 
the  first  official  response  was  scorn.  As  supiwrt  for  the  measure  grew  in  the 
legislature,  the  TSDH  position  reversed  itself  to  emphatic  and  vocal  support. 
It  "fought"  for  the  bill.  Most  of  its  fighting,  however,  was  reserved  for  an 
inclusion  that  CHP  had  vigorously  opposed — that  of  making  smallpox  vaccina- 
tion compulsory.  The  Office  of  CHP  position  was  that  wide-scale  smallpox 
vaccination  had  long  ago  lost  its  reason  for  being.  The  disease  was  eradicated 
in  the  Western  Hemisphere  and  well  on  the  way  to  worldwide  extinction.  The 
last  case  in  the  United  States  was  in  1949. 

Smallpox  vaccine,  on  the  other  hand,  killed  one  in  every  million  recipients. 
This  was  a  small  price  to  pay  when  the  disease  raged  across  the  nation :  it  was 
intolerably  high  when  it  served  no  useful  purpose.  Based  on  recent  European 
experiences,  six  cases  a  year  entering  the  U.S.  would  not  have  caused  as  many 
deaths  as  did  the  vaccine. 

The  Office  of  CHP  position  was  endorsed  by  the  National  Center  for  Disease 
Control  and  the  American  Academy  of  Pediatrics.  It  was  blasted  by  the  Texas 
State  Department  of  Health  and  the  TMA  to  the  extent  that  political  pressure 
was  successfully  brought  to  keep  the  CHP  stafC  from  testifying  at  legislative 
hearings.  A  parade  of  witnesses  from  TSDH  and  TMA  exhorted  the  legislature 
to  keep  smallpox  vaccination.  The  spectre  of  infected  hordes  from  Mexico  was 
repeatedly  raised.  (Mexico's  last  case  was  in  1951  and  for  the  past  several 
years,  no  vaccination  has  been  required  by  either  side  for  visitors  from  the 
other.)  The  upshot  was  that  smallpox  vaccination  was  included  among  the 
compulsory  immunizations.  The  Health  Department,  which  made  the  vaccine, 
and  the  TMA,  whose  members  were  paid  for  giving  the  vaccination,  openly 
boasted  of  this  triumph. 

Three  months  later  the  National  Center  for  Disease  Control  publicly  with- 
drew its  support  for  any  compulsory  program  of  smallpox  vaccination.  Red- 
faced,  the  Board  of  Health  of  "Texas,  the  last  political  subdivision  in  the  world 
to  make  the  vaccination  compulsory,  quietly  dropped  the  requirement. 

In  restrospect,  facts  were  obvious  and  unarguable.  The  problem  was  that  they 
were  never  permitted  to  reach  the  persons  in  authority  who  were  making  the 
laws.  This  was  not  an  isolated  example.  Pressure  from  the  politically  powerful 
TMA  is  an  ever-present  way  of  life  for  all  health  planners  in  Texas.  The  men 
who  had  raised  the  smallpox  vaccination  issues  were  marked  for  retribution. 

The  effort  was  immediate  and  brutally  forceful.  Senator  Murray  Watson,  an 
eager  proponent  of  the  TMA,  began  to  add  an  amendment  to  every  conceivably 
appropriate  bill  transferring  the  Office  of  CHP  to  the  Health  Department. 
Sufficient  public  support  was  aroused  by  a  small  band  of  sincere  citizens  who 
had  been  convinced  of  the  need  for  an  independent  CHP  Office  to  beat  back 
each  attempt. 
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Then  came  the  election.  TMA's  first  purchase  with  its  campaign  contribution 
was  veto  power  over  appointments  to  the  State  Health  Advisory  Committee, 
the  group  set  up  to  give  guidance  to  the  CHP  office.  Federal  law  insists  that 
this  Committee  have  a  majority  of  consumer  members. 

Some  peculiar  "consumers"  began  to  show  up.  Mr.  Don  Anderson,  a  full-time 
employee  of  the  Texas  Medical  Association  was  one.  His  classification  was 
challenged  by  Federal  officials  in  Dallas  and  subsequently  changed  to  "provider", 
but  he  remained  on  the  Committee. 

Another  was  Mrs.  Berenice  Stone,  apparently  a  l)ona  fide  consumer  in  every 
respect  if  one  overlooked  the  fact  that  her  attorney  son  Sam  is  legal  counsel  for 
the  TMA. 

The  architect  of  this  elaborate  building  program  was  Mr.  Mike  McKinney, 
Governor  Smith's  appointments  secretary.  To  no  one's  particular  surprise,  Mr. 
McKinney  showed  up  on  the  OCHP  payroll  at  $25,000  per  year  at  noon  on 
January  16,  the  day  Smith  left  office.  His  only  visible  qualification  as  a  health 
planner  is  his  unswerving  loyalty  to  the  TMA. 

Part  II.  In  the  Toils  of  the  Seepent 

Medical  practice  is  the  only  franchised  monopoly  that  government  has  created 
without  an  attendant  board  or  commission  to  regulate  its  charges.  The  doctor 
is  given  a  license  and  told  to  go  out  and  heal  the  sick,  treat  the  injured,  and 
charge  what  the  traffic  will  hear. 

This  situation  has  come  about  for  good  and  sufficient  reason,  of  course.  It 
would  not  serve  the  public  interest  to  permit  Charlie,  down  at  Charlie's  Garage, 
to  move  an  examining  table  Into  his  lubt  room,  put  on  a  white  coat,  and  call 
hli  ©etabllihmtnt  Charlli'i  Clinic.  In  th©  past,  when  th©  physician  n©©d©d  to 
b©  mer©  artist  than  seltntlst  or  buslngssman  to  get  along,  th©  weight  of  ©ttilci, 
obligation  to  humanity,  and  th©  ancient  and  honorable  association  of  charity 
with  healing  tended  to  give  restraint  and  moral  uplift  to  th©  profession. 

Then  two  qnlt©  dlfftreat  forces  cam©  to  bear. 

Th©  first  was  th©  fantastic  m©dleal  t©chn0logy  that  has  developed  sine©  World 
War  II.  Patients  that  th©  finest  Vi©ana=tralned  physician  could  only  bop©l©88ly 
watch  dl©  In  th©  l9S0'g  ar©  now  routinely  saved  by  flrst=yiar  Interns  with  a 
few  c©nts  worth  of  antibiotic.  The  need  for  diagnostic  acuity  when  th©  llttl© 
teat  could  b©  don©  had  to  b©  don©  so  accurately  and  delicately  was  lest  with 
th©  advent  of  broad  spectrum  drugs  for  both  physical  and  ffl©ntal  malfunctions, 
Patl©nt8  could  b©  seen  In  great  numbers.  A  few  questions,  th©  taking  of  th© 
t©fflp©ratur©  and  blood  pr©ggur©,  the  prescription  of  the  currently  favored  tran= 
qulllzer,  pep  pill,  or  "shotgun"  antibiotic  and,  "Send  In  the  next  patient.  Nurse." 
Relieved  of  the  need  to  spend  hours  In  tedious  history  taking  and  physical 
examination  (and  house  calls),  the  doctor  can  see  scores  of  patients  dally.  In 
view  of  th©  extreme  shortage  of  general  practitioners,  this  state  of  afalrs  Is,  at 
least  In  part,  a  blessing, 

It  has  had  Its  drawbacks,  however.  Treated  like  an  assembly  line  product,  th© 
patient  has  come  to  look  upon  his  doctor  not  as  a  humane  and  sensitive  miracle 
worker,  due  reverence  and  special  privilege,  but  as  a  mechanic,  who  should 
observe  the  same  rules  as  the  rest  of  us. 

The  second  force  was  the  heavy  footed  entrance  of  the  federal  government. 
The  strains  and  stresses  of  the  technological  advances  of  medicine  left  many 
segments  of  the  population  under-treated.  Of  those  who  were  treated,  many 
had  been  led  to  expect  instant  solutions  to  their  problems  and  hence  were  often 
dissatisfied. 

Politicians,  ever  sensitive  to  grumblings  in  the  population,  seized  the  lime- 
light and  made  capital  of  the  problems.  Medicaid,  medicare,  and  promises  of 
national  health  Insurance  ("No  More  Doctor  Bills!")  came  tumbling  out  of 
Washington's  cornucopia.  Charity  became  a  dirty  word.  Suddenly,  everyone 
had  a  "right"  to  good  health  care — whether  it  was  to  be  had  or  not. 

The  doctors  reacted  quite  humanly  in  every  good  and  bad  sense  of  the  word. 
For  years  most  of  them  had  justified  substantial  charges  to  the  well-to-do  because 
they  spent  a  goodly  portion  of  their  time  treating  the  poorer  patients  for  less 
than  costs  or  for  nothing.  Very  well,  if  this  was  to  be  their  thanks,  they  would 
start  calling  the  higher  rates  "standard  fees"  and  collect  them  for  every  patient, 
either  directly  or  through  the  government.  The  result,  of  course,  was  skyrocket- 
ing costs,  up  to  2^4  times  as  fast  as  other  items  in  the  economy. 
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One  of  the  problems  with  a  quasi-monopoly  such  as  medical  practice,  Is  that 
the  normal  competitive  forces  do  not  work.  A  town  with  an  excess  of  garages 
usually  has  cheap  car  repair,  for  the  owners  will  scramble  to  get  and  hold 
customers.  A  town  with  twice  too  many  surgeons  finds  Itself  paying  double 
the  fees  for  surgery.  Each  works  half  as  much,  charges  twice  as  much,  and 
lives  as  comfortably  as  before.  The  reason  Is  simple.  There  are  alternatives  to 
car  repair.  You  can  let  the  old  clunker  hobble  along  or  buy  a  new  one.  If  your 
body  needs  patching  (at  your  doctor's  say-so),  you  patch  or  else. 

Both  these  forces  we  have  been  talking  about  met  head  on  in  the  hospitals. 
Institutions  with  centuries  of  traditions  of  compassionate  (and  low  paid) 
manual  labor  within  a  charitable  framework  were  hit  within  a  decade  with  a 
torrent  of  technology,  unionization  of  their  employees,  and  third  parties  willing 
and  eager  to  pay  their  patients'  bills.  With  their  medical  staffs  ordering  all  the 
goodies  the  manufacturers  were  jwuring  out,  their  employees  demanding  living 
wages,  insurance  companies  and  the  government  footing  the  bills,  and  the  latter 
amortizing  capital  investments,  the  wonder  is  that  costs  did  not  reach  even 
more  astronomical  heights.  They  may  yet.  Health  care  now  requires  7.5%  of 
our  national  spending,  up  from  4.5%  ten  years  ago.  U.S.  News  and  World 
Report  estimates  that  by  1980  we  will  be  spending  $120  billion  a  year,  25%  more 
than  the  entire  gross  national  product  was  in  1940,  enough  to  build  a  four- 
foot  wide  path  to  the  moon  with  dollar  bills. 

Some  good  old  American  competitive  force  did  come  in  now,  but  in  a  peculiar 
sort  of  way. 

By  demanding  ever  more  services,  frequently  for  their  own  convenience,  the 
medical  staffs  of  the  hospitals  ran  room  charges  ever  higher.  Each  additional 
service  a  hospital  adopts  adds  about  $1.50  to  the  average  daily  room  charge. 
Thus,  a  hospital  offering  30  services  must  charge  $30  a  day  more  than  one 
offering  ten.  The  large  general  hospitals  with  the  wide  range  of  specialities 
were  hardest  hit.  When  room  charges  began  to  reach  $80-100  a  day,  it  became 
obvious  to  some  clever  people  that  a  smaller  more  limited  hospital  could  sell  a 
few  services  for  considerably  less  and  still  make  a  handsome  profit.  Thus 
entered  the  large  chain  proprietary  hospitals — St.  Greed's,  as  they  have  been 
tagged. 

It  matters  little  whether  a  town  needs  a  hospital.  Many  suddenly  find  them- 
selves favored  by  a  spanking  new  hospital  with  lower  rates  than  the  old  one 
charged.  Often  the  best  known  doctors  are  partners  or  shareholders  in  the 
venture,  taking  their  well-paying  patients  with  them. 

The  older  hospital,  burdened  by  expensive  seldom-used  services,  forced  to 
accept  all  comers,  finds  itself  with  empty  beds.  An  empty  hospital  bed  costs 
about  two-thirds  as  much  to  maintain  as  a  full  one  and  returns  nothing  on  the 
investment.  The  alternatives  are  even  higher  rates  or  bankruptcy. 

It  has  reached  the  point  in  Texas  where  one  bed  out  of  three  sits  expensively 
empty.  In  spite  of  that,  during  the  month  of  December,  the  Texas  State  Depart- 
ment of  Health  hospital  licensing  division  received  applications  to  add  7,000 
more  hospital  beds,  mostly  in  new  facilities. 

This  wasteful  trend  has  become  a  national  scandal.  President  Nixon  stopped 
the  Hill-Burton  program  from  giving  away  money  to  build  new  hospitals, 
although  loans  have  been  made  available  up  to  this  year. 

One  answer  that  has  been  u.sed  by  other  states  is  a  "certificate  of  need"  law 
that  gives  a  state  or  local  planning  group  authority  to  decide  whether  new 
hospital  construction  would  be  in  the  best  interest  of  a  particular  community. 
The  number  of  beds  can  be  held  at  the  most  eflicient  and  economical  level. 

To  their  considerable  credit,  the  Texas  Hospital  Association  has  consistently 
supported  such  legislation.  It  has  been  fiercely  and  so  far  successfully  fought  by 
the  Texas  Medical  Association,  whose  members  in  ever  larger  numbers  are 
major  stockholders  in  the  new  "St.  Greed's". 

Another  alternative  method  of  delivering  health  care  that  has  proven  itself 
in  several  western  states  is  the  Health  Maintenance  Organization,  an  enrolled 
group  of  consumers  who  contract  with  an  institution  to  provide  all  their  health 
care  needs,  inpatient,  outpatient,  laboratory  and  diagnostic,  often  drugs  and 
medicines,  and  sometimes  even  dental  and  mental  health  care. 

The  best  known  of  such  plans  in  the  Kaiser  program  in  California  and  adja- 
cent states.  It  provides  at  a  set  monthly  fee,  all  the  preventative,  curative,  and 
rehabilitative  health  care  services  needed  by  some  2  million  apparently  well- 
contented  subscribers. 
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Since,  like  ttie  ancient  Chinese  physician,  Health  Maintenance  Organizations 
only  make  money  when  they  keep  their  patients  well,  there  is  great  emphasis 
on  preventive  medicine  and  early  diagnosis.  The  method  has  been  demonstrated 
to  provide  high  quality  care  at  reduced  costs. 

Why  hasn't  this  approach  reached  Texas?  Very  simply.  The  Medical  Practice 
Act,  the  State  Insurance  Code,  and  several  old  but  still  prevailing  Attorney 
General's  opinions  make  such  an  enterprise  illegal  in  Texas.  Any  effort  to  re- 
move these  barriers  has  been  bitterly  contested  by  the  Texas  Medical  Associa- 
tion. There  is  presently  an  action  in  court,  brought  by  a  San  Antonio  citizens 
group,  to  strike  all  of  them  down. 

"When  the  amendments  to  the  Society  Security  Act  (H.R.  1)  were  passed  last 
fall,  they  included  a  "certificate  of  need"  section  of  sorts.  It  permits  the  Secre- 
tary of  HEW  to  withhold  payments  of  federal  funds  to  any  institution  that  fails 
to  have  reviewed  by  local  planning  authorities  any  new  construction  or  remodel- 
ing in  excess  of  $100,000,  any  significant  changes  in  services,  or  any  major 
change  in  bed  capacity. 

In  Texas,  the  local  planning  authorities  involved  are  the  areawide  CHP 
agencies,  called  "b"  agencies,  the  local  counterparts  of  the  Governor's  Office  of 
CHP.  All  are  required  to  have  a  majority  of  "consumers"  on  their  advisory 
councils.  Further,  the  by-laws  of  most  of  them  restrict  any  "provider"  group, 
including  physicians,  to  no  more  than  20%  of  the  total  membership.  This  has 
made  it  difiicult  for  the  TMA  to  control  their  findings,  esi3ecially  since  many  of 
the  physician  members,  having  seen  the  need  for  local  control  of  local  problems, 
resent  the  TMA  in  Austin  attempting  to  dictate  to  them. 

Therefore,  the  TMA  has  concentrated  most  of  its  efforts  on  the  OflBce  of 
Comprehensive  Health  Planning  in  the  Governor's  OflSce. 

When  Burton  Hackney,  former  Commissioner  of  Welfare  and  a  close  friend 
of  Governor  Smith,  died  in  September  of  1972  after  serving  as  head  of  CHP 
for  15  months,  Mr.  Phil  Overton,  General  Counsel  and  recognized  "Godfather" 
of  the  TMA,  began  to  call  Governor  Smith's  debts  in  earnest.  Although  strongly 
advised  by  his  closest  associates  not  to  give  in.  Governor  Smith  finally,  on 
November  22,  appointed  J.  E.  Peavey,  Commissioner  of  the  Texas  State  Depart- 
ment of  Health,  as  Director  of  the  Office  of  Comprehensive  Health  Planning. 
Since  Crawford  Martin  had  ruled  that  the  Governor  had  no  power  to  transfer 
funds,  a  common  practice  in  years  gone  by.  Smith  was  unable  to  hand  over  the 
agency  lock,  stock,  and  barrel. 

That  seemed  to  make  little  difference  to  Peavy.  The  staff  was  told  that  for 
all  intents  and  purposes,  the  office  was  part  of  the  Health  Department.  Book- 
keeping and  financial  records  were  to  be  kept  by  TSDH  personnel.  Nothing  was 
to  be  said  or  published  without  prior  approval  from  the  TSDH. 

Since  Peavy  could  not  legally  accept  two  full-time  salaries,  and  since  he  had 
no  intention  of  leaving  his  offices  at  the  Health  Department,  Dr.  E.  E.  Baden, 
a  relatively  minor  functionary  at  the  Texas  Department  of  Public  Welfare,  was 
hired  to  be  overseer.  Arriving  on  December  11,  Baden  made  it  known  immedi- 
ately that  as  far  as  he  was  concerned,  the  office  was  an  "integral  part"  of  the 
Health  Department. 

Dr.  Marion  R.  Zetman,  Associate  Director,  who  had  been  with  the  office  since 
its  inception  and  who  had  gained  a  national  repute  as  an  expert  in  health 
planning,  was  given  no  assignments  and  quietly  resigned.  Mr.  Frank  Boyd, 
Associate  Director  for  Internal  Management  and  Fiscal  Affairs,  quickly  accepted 
an  offer  of  employment  with  the  Legislative  Budget  Board. 

By  the  end  of  January,  the  TSDH  had  established  complete  control.  The 
Office  of  CHP  was  included  in  its  new  budget  and  no  serious  problems  were 
expected. 

There  was  still  one  bit  of  unfinished  business.  The  two  ranking  staff  members 
left  from  the  old  administration,  Robert  E.  Burkhurdt  and  Fred  S.  Donaldson, 
had  made  little  attempt  to  hide  the  fact  that  their  loyalties  still  lay  with  the 
Governor's  Office.  During  the  dinner  hour  on  February  1,  Dr.  Baden  personally 
tossed  on  each  man's  desk  a  notice  that  his  job  was  being  abolished  on  the  16th 
of  February,  ostensibly  because  fiscal  irresponsibility  on  the  pari  of  "previous 
administrations"  had  left  the  Office  short  of  money  (although  there  had  beer 
no  difficulty  finding  the  money  to  hire  Mr.  McKinney  two  weeks  before)  anu 
because,  as  an  "integral  part"  of  the  Health  Department,  their  duties  cocld  be 
assumed  by  staff  members  of  that  agency. 


459 

Burkhardt  and  Donaldson  promptly  went  to  a  high  official  in  the  new  admin- 
istration. The  TSDH  had  done  its  work  so  quietly  that  the  name  of  Baden  was 
unfamiliar  to  the  Governor's  staff,  who  ordered  an  immediate  investigation. 

Burkhardt  and  Donaldson  stayed  at  their  desks  past  the  February  16  deadline, 
spending  their  accrued  annual  leave  to  do  so.  Baden  did  not  assign  them  work 
or  even  speak  to  them. 

Meanwhile,  another  veteran  staff  member,  Judy  Wilkes,  editor  of  the  office 
newsletter,  librarian,  and  research  assistant,  resigned,  charging  that  her  per- 
sonal and  professional  interests  were  being  jeopardized  under  the  current 
administration.  Mrs.  Wilkes,  the  only  unmarried  female  employee  in  the  office, 
had  her  duties  severely  curtailed  after  she  refused  to  accept  Dr.  Baden's  sug- 
gestion that  she  make  frequent  out-of-town  trips. 

Finally,  as  Donaldson's  accrued  leave  ran  out  on  March  6  (Burkhardt's  still 
had  some  two  weeks  to  go),  and  no  word  of  the  investigation  by  the  Governor's 
Office  staff  had  been  received,  the  two  men  reluctantly  brought  suit  to  maintain 
their  positions  on  the  staff  and  their  right  to  hold  them. 

NOTE 

If  the  foregoing  has  made  doctors  out,  to  be  mendacious  unfeeling  men,  it 
was  not  intended  to.  Doctors  are  people  like  the  rest  of  us,  caught  up  by  forces 
they  cannot  control,  disturbed  by  today  and  fearful  of  tomorrow,  dedicated  to  a 
physically  and  emotionally  demanding  profession  that  drives  its  adherents  like 
slaves  with  one  hand  and  offers  princely  temptations  with  the  other.  We  have 
over-idealized  our  doctors  in  literature  and  television.  Having  seen  the  selfless 
and  infallible  Doctors  Casey,  Kildare,  and  Welby,  our  own  doctors'  occasional 
befuddlement  or  over-oreoccupation  with  material  success  is  disturbing. 

But  the  doctor  himself  must  keep  his  sense  of  balance.  Having  laid  aside 
the  robes  of  the  magician-priest  and  even  the  waistcoat  and  gold  watch  chain 
of  the  last  century,  he  cannot  expect  to  be  given  the  naive  faith  that  they  were 
intended  to  inspire.  It  is  time  he  made  his  patient  at  least  a  junior  partner  in 
his  enterprise.  At  the  very  least,  he  who  pays  an  ever  increasing  bill  should  be 
allowed  a  glimpse  behind  the  veil  to  see  why  things  cost  so  much,  and,  given 
the  chance  to  become  knowledgeable,  even  some  voice  as  to  the  choice  of  al- 
ternatives in  the  future. 

Above  all,  the  men  who  control  organized  medicine  in  Texas  must  eventually 
concede  that  their  powers  do  not  descend  to  them  from  the  Almighty  as  Divine 
Rights.  Their  rights  and  authority  were  conferred  by  the  people  of  Texas  for 
what  they  thought  at  the  time  were  reasons  in  their  own  interest.  If  they 
decide  that  these  interests  are  no  longer  being  served,  what  the  people  gave,  the 
people  can  take  away. 

ADDENDUM 

The  subsequent  legal  proceedings  lasted  until  August  10th,  1974,  when  the 
court  found  for  the  Plaintiffs,  Peavy  and  Baden. 

Two  events  are  of  particular  interest.  One  was  the  testimony  of  Russell  E. 
Shrader.  Director  of  the  Texas  Merit  System.  Mr.  Shrader  testified  without 
reservation  that  the  Merit  System  was  created  simply  to  meet  the  requirement 
for  federal  funding  that  there  be  one ;  that  it  served  almost  wholly  as  a  recruit- 
ing and  screening  device  for  its  member  agencies  who  were  the  sole  source  of 
its  support ;  and  that  it  was  not  intended  to,  nor  did  it,  provide  any  significant 
protection  for  any  rights  of  the  employee. 

The  second  was  perhaps  even  more  indicative  of  the  way  things  are  done  in 
Texas.  Although  Donaldson  and  Burkhardt  brought  suit  against  Peavy  and 
Baden  as  individuals,  they  were  defended  exclusively  by  a  member  of  the 
staff  of  the  Attorney  General's  Office,  even  though  the  judge  ruled,  and  was 
sustained  on  appear,  that  the  State  of  Texas  was  not  a  party  to  the  suit. 

Mr.  Williard  G.  Olsen,  Director  of  CHP,  Dallas  Regional  Office,  DHEW, 
courageously  stood  by  the  principles  for  which  Congress  had  created  and 
funded  CHP.  He  was  subject  to  a  vituperative  attack  by  his  supervisors,  all 
M.D.'s,  who  backed  up  without  any  reservation  every  act  taken  by  Peavy  and 
Baden  to  the  extent  of  giving  "permis.sion"  for  such  acts  weeks  and  even  months 
after  they  had  been  done.  In  this  regard  it  may  be  noted  in  passing  that  Floyd 
Norman,  M.D.,  Director  for  Scientific  Affairs,  DHEW,  Dallas,  owes  his  medical 
education  to  the  generosity  of  the  parents  of  Mr.  Phil  Overton,  General  Counsel, 
Texas  Medioal  Association. 


460 

Governor  Briscoe,  on  the  urging  of  the  T.M.A.,  withdrew  Texas  from  the 
Certificate  of  Need  Program,  which,  on  the  regional  level  at  least,  was  hamper- 
ing the  vigorous  growth  of  the  "St.  Greed's"  hospitals.  CHP  is  being  allowed 
to  die.  As  Mr.  Charles  Purnell  Assistant  to  Governor  Briscoe,  put  it,  "There 
will  be  health  planning,  but  it  doesn't  have  to  be  done  by  an  agency  called 
Comprehensive  Health  Planning.  It  can  be  done  by  some  other  agency,  the 
health  department  perhaps.  ..." 

The  roots  of  the  medical  establishment  in  Texas  run  deep  and  its  branches 

shade  all. 

I  hereby  attest  and  affirm  that  all  the  foregoing  information  is  true  to  the 

best  of  my  knowledge  and  belief. 

Feed  S.  Donaldson, 

Austin,  Tex. 

Sworn  and  ascribed  to  before  me  this  11th  day  of  May,  1974. 

Judy  Wilkes, 
Notary  Public,  Travis  County,  Texas. 
My  Commission  expires  6-1-75. 

Statement  of  Jim  Labick,  Babrio  Betterment  &  Development  Corp., 

San  Antonio,  Tex. 

In  the  United  States  in  general  and  the  Southwest  specifically,  bad  medical 
service  and  delivery  ranks  us  among  the  lowest  of  all  developed  nations.  In 
the  barrio  people  are  dying  for  lack  of  basic  health  care,  dying  of  well-under- 
stood curable  diseases.  Meanwhile  the  people  who  have  it  in  their  power  to 
establish  systems  and  administer  medication  to  these  people  to  cure  their 
diseases  pursue  their  own  narrow  economic  and  medical  interest,  indifferent  to 
the  needs  of  the  communities  around  them,  unconvinced  that  they  bear  any 
responsibility  for  the  health  of  the  society  as  a  whole  or  any  part  thereof. 
"This"  they  say,  "is  not  the  business  of  medicine.  It  is  a  social  problem". 

The  majority  of  Americans  and  increasingly  the  disenfranchised  of  the  south- 
west— the  Blacks,  the  Mexican  Americans,  and  the  poor  Scotch-Irish  are  aware 
of,  and  angry  about,  the  deficiencies  in  health  care  they  receive  and  the  numer- 
ous obstacles  they  face  in  getting  it.  When  you  speak  to  many  they  say  that 
their  doctor  is  a  "good  doctor" ;  but,  they  are  dissatisfied  and  hostile  towards 
the  medical  profession,  hospitals,  pharmaceutical  businesses,  etc.  Doctors 
insist  angrily  that  they  work  hard  for  a  living,  invariably  true,  and  that  they 
do  much  "charity  medicine"  in  their  practice,  also  usually  true.  The  problem 
is  that  despite  all  the  "good  doctors"  and  all  the  "charity  medicine"  the  health 
industry  simply  does  not  add  up  to  a  system  that  meets  even  the  most  funda- 
mental needs  of  Americans. 

In  one  recent  year  the  federal  government  spent  twenty  billion  on  health 
service  (third  after  defense  and  e>ducation  purposes),  and  the  total  national 
health  expenditure  mounted  up  to  68  billion.  For  the  past  twenty  years  health 
services  have  been  rising  much  faster  than  the  consumer  price  index,  that  is, 
out  of  all  proportion  to  the  general  inflationary  trends  in  American  society. 
Despite  such  lavish  expenditures,  Americans,  as  a  group,  receive  only  mediocre 
services  when  compared  to  other  developed  nations.  The  United  States  lags 
rate  of  mother's  deaths  in  childbirth ;  16  countries  in  female  life  expectancy : 
19  countries  in  male  life  expectancy ;  and  even  as  important,  the  statistics 
behind  14  other  countries  in  infant  mortality.  We  trail  11  countries  in  the 
show  a  racial  bias.  Non-white  babies  in  the  Southwest  die  at  more  than  twice 
the  rate  of  white  babies  and  non-white  mothers  die  at  childbirth  at  a  rate  5 
times  that  of  white  mothers. 

The  situation  has  become  intolerable  for  Americans  of  all  races  and  especially 
in  San  Antonio,  South  Texas  and  the  U.S.  Southwest.  Not  just  because  of 
statistics,  but  because  of  rising  costs ;  not  just  because  of  the  affluence  of 
doctors,  but  because  of  a  change  in  style  in  doctor's  practice.  Intolerable  con- 
ditions lead  to  revolution  and  a  revolution  is  precisely  what  is  occurring  in 
American  health  care.  It  behooves  the  medical  industry  to  examine  well  its 
bases.  From  where  has  the  crisis  come?  How  have  the  problems  grown  to  such 
proportion?  These  questions  must  be  answered  if  there  is  to  be  anv  kind  of 
solution.  I  believe  the  roots  of  the  present  crisis  lie  in  two  areas:  (1)  in 
the  economic  structure  of  the  American  health  industry,  and  (2)  in  the  dis- 
torted values  and  unbalanced  priorities  of  American  health  professional  edu- 
cation, largely  the  medical  schools. 
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The  basic  problem  of  the  economic  structure  is  that  it  creates  a  health 
system  more  oriented  to  profit  than  to  service.  This  is  not  true  of  all  doctors, 
but  it  is  true  of  the  majority ;  as  well  as  all  pharmaceutical  houses,  hospital 
supply  companies,  health  insurance  companies,  etc.  Such  profit  orientation  is 
in  confiict  with  the  best  interest  of  the  average  American  seeking  basic  health 
care  for  himself  and  his  family.  In  fact,  it  is  tantamount  to  outright  denial 
of  services  for  the  poor. 

In  the  area  of  medical  education,  the  University  of  Texas  Medical  School 
invariably  chooses  students  on  the  basis  of  high  grades  and  academic  achieve- 
ment rather  than  a  concern  for  people  and  a  commitment  to  service.  This  is 
true  throughout  the  land.  Four  years  later  they  have  produced  doctors  who 
are  naturally  interested  in  high  academic  or  high  economic  achievement ;  but 
few  who  find  fulfillment  in  caring  for  the  humdrum  everyday  health  problems 
of  those  in  need. 

Medical  school  training  emphasizes  the  diseased  organs  of  the  whole  person. 
From  this  comes  a  whole  profession  more  qualified  to  keep  a  population  of 
hick  people  one  step  ahead  of  their  disease  than  it  is  to  help  the  healthy 
remain  that  way.  What  are  the  changes  that  must  come  in  our  area?  Changes 
cannot  immediately  solve  all  problems,  but  changes  must  be  begun  that  will 
lead  away  from  a  bad  system,  moving  towards  a  better  one. 

The  changes,  of  course,  must  be  directed  at  the  roots  of  the  problems  I've 
cited  above.  I  am  ill  qualified  to  discuss  economics  but  I  do  believe  that  once 
this  factor  is  handled,  the  system  of  health  professional  education  will  follow. 

I  do  not  believe  in  socialized  medicine.  To  me  socialized  medicine  means  the 
federal  government  takes  over  the  financing  and  planning  of  health  care  without 
necessarily  making  any  fundamental  changes  in  the  type  or  quality  of  service 
or  necessarily  understanding  the  people  to  be  worked  with  any  better  than 
they  ever  did  before.  I  have  no  faith  in  the  ability  of  a  huge  federal  bureau- 
cracy, one  that  could  illegally  drop  millions  of  tons  of  bombs  on  helpless 
human  beings,  to  plan  and  administer  a  humane  health  care  system  for  human 
beings  in  the  United  States,  let  alone,  San  Antonio. 


Statement  of  William  J.  Wallace,  Jr.,  Consumer  Representative, 
Bexar  County  Anemia  Association 

My  name  is  William  J.  Wallace,  Jr.  I  am  40  years  of  age.  I  have  served 
10  years  in  the  U.S.  Air  Force  from  March  22,  1951  to  March  21,  1955,  and 
from  May  18,  1955  to  May  17,  1961.  All  of  my  service  time  I  served  in  the 
Medical  Corps.  I  also  served  as  an  Independent  duty  technician.  Since  my 
discharge  in  1961  I  have  worked  in  several  of  the  local  hospials  for  about  3 
years  and  I  worked  3i/^  years  in  re.search. 

Since  1965,  I  have  been  involved  in  the  War  on  Poverty  and  have  been 
extremely  active  in  my  community  and  working  to  help,  assist,  and  better  the 
life  for  grass  root  people. 

I  have  been  the  Director  of  the  "Emergency  Loan  Program"  (a  federally 
funded  program).  While  there,  I  went  to  school  for  Consumer  Protection  and 
Awareness.  I  also  developed  and  worked  with  the  Consumer  Program  at 
People  Community  Development  Corporation.  There  I  successfully  handled 
hundreds  of  consumer  complaints.  Many  of  them  medical. 

I  feel  that  my  contact  with  all  people  in  most  of  the  communities  in  San 
Antonio  and  my  fight  to  help  these  people  solve  these  problems  qualifies  me  to 
speak  on  some  of  the  experiences  that  I  have  witnessed  and  know  to  exist. 
Also,  I  myself  am  a  poor  man  and  I  understand  firsthand  the  anxieties  suffered 
by  the  people  that  I  will  try  to  represent. 

The  following  are  a  list  of  things  that  I  find  wrong  with  Health  Care 
Services  in  this  City  : 

1.  There  are  several  classes  of  Poor  : 

(a)  Senior  oiti~eiis. — Small  fixed  incomes  but  aided  somewhat  by  Medicare. 
And  it  is  very  often  the  cause  of  overtreatment  by  doctors  and  hospitals  in 
an  effort  to  get  the  maximum  dollar  from  the  Medicare  Insurance. 

(b)  Welfare  reciplevtsi. — Hidiculously  small  amount  of  money  to  live  on. 
but  most  of  medical  bills  paid  thru  ^Medicaid.  Often  undertreated  because  of 
limits  of  doctor  visits  and  number  of  prescriptions  per  month. 

(c)  Working  poor. — People  who  work  everyday  and  are  not  paid  a  living 
wage.  These  people  in  many  cases  do  not  have  insurance  and  cannot  afford  to 
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go  to  the  doctor  until  tlieir  illness  gets  to  the  Crises  or  Emergency  stages. 
In  this  case  many  times  they  go  untreated. 

Those  with  insurance  are  unable  to  pay  the  20%.  The  hospitals  charge 
exuberant  fees  that  these  individuals  are  unable  to  pay  even  the  20%.  Even 
though  they  can  get  into  the  hospitals  they  are  harrassed  by  collection  agen- 
cies until  they  sign  promisory  notes  or  have  nervous  breakdowns  or  lo.sp 
their  jobs. 

1.  Unemployed  poor. — The  only  recourse  that  these  people  have  is  to  go  to 
the  over-crowded  County  Clinics  and  sit  from  6  A.M.  to  about  6  P.M.  and 
sometimes  later  to  be  seen.  They  are  treated  like  cattle  or  dogs.  Pride,  the 
only  thing  that  they  have  is  often  destroyed.  They  are  frequently  mistreated 
and  are  the  recipients  of  many  throughtless  employee's  insults. 

2.  Health  Education  is  a  big  need  to  grass  root  people.  They  must  be  edu- 
cated to  the  fact  the  best  health  care  is  prevention  and  by  prevention  one  may 
ward  off  most  of  the  crises  and  emergencies  that  he  or  she  would  eventually 
experience.  One  very  important  thing — this  should  be  voluntary  and  with 
informed  concent. 

3.  Accessible  and  Suffieient  Health  Care  Faoilities — should  be  available  to 
all  of  the  grassroot  people.  These  facilities  should  also  be  convenient  to  those 
who  are  going  to  use  them.  That  means  neighborhood  HMO's.  These  HMO's 
should  be  well  equipped  and  v/ell  staffed.  The  physicians  who  will  work  at 
these  HMO's  should  have  salaries  attractive  enough  to  make  it  worth  thpir 
while. 

4.  Scholarships  and  Recruitment  of  minority  and  grassroot  highschool  stu- 
dents for  medical  careers.  There  should  be  a  special  effort  to  recruit  students 
from  low  income  families  with  the  ability,  aptitude,  and  personality  to  become 
physicians  and  give  them  full  scholarships.  A  stipulation  should  be  made  that 
these  people  will  donate  a  certain  amount  of  time  to  HMO's. 

5.  Money  will  have  to  be  allotted  for  HMO's  but  money  alone  will  not  do 
it.  The  consumers  themselves  will  have  to  have  not  1/3  of  boards  but  51%. 
The  biggest  problem  with  all  federally  funded  programs  is  that  only  1/3 
control  and  board  seats  is  given  to  the  poor.  No  matter  how  well  a  plan  the 
poor  comes  up  with,  they  are  continuously  voted  down  by  the  2/3  bureau- 
crats. The  Federal  Government  must  someday  see  all  the  poor  are  not  dumb, 
but  they  are  deprived  and  that  it  will  not  be  cured  with  further  deprivation. 
The  poor  will  have  to  have  a  great  hand  in  solving  their  problems  and  they 
should  have  the  controlling  hand. 

6.  Several  large  Hospitals  will  have  to  be  built  for  HMO  patients  only. 
This  will  be  fought  by  the  Medical  Association  but  always  remember  that  the 
first  priority  is  treatment  of  those  in  need  and  not  giving  into  medical  asso- 
ciation. We  will  not  be  taking  patients  away ;  they  don't  want  those  poor 
patients  anyway.  Physicians  must  be  made  to  realize  that  their  oath  is  to 
save  and  preserve  life  and  when  they  get  away  from  that  oath  that  it  should 
be  some  kind  of  violation  of  the  law. 

I  have  incurred  other  problems  that  will  show  the  stronghold  the  Medical 
Association  has  over  the  law.  There  are  many  instances  of  malpractice  that 
the  poor  experience.  One  incident  in  my  own  family.  I  have  received  other 
complaints  while  I  was  Consumer  Coordinator  of  proven  malpractice.  In  each 
case  the  doctors  will  say  you  have  a  case  but  I  will  refuse  to  testify  in  a 
court  of  law.  The  Bexar  County  Medical  Association  will  soon  get  me  also. 

One  case — a  lady  6  months  pregnant  was  in  an  elevator  that  fell  6  floors  to 
the  ground  floor.  Her  baby  was  born  dead.  She  was  told  by  her  doctor  and  a 
neurologist  that  it  was  a  result  of  the  fall  when  she  decided  she  was  going 
to  get  a  lawyer  and  sue. 

The  doctors  wanted  to  retract  everything  and  said  they  would  not  testify  in 
court.  In  this  case  the  physicians  and  patient  were  members  of  minority  ethnic 
groups.  No  malpractice  was  involved.  The  owner  of  the  building  was  very 
cooperative  and  furnished  her  lawyer  with  the  name  of  his  insurance  company. 
The  lady  lost  her  home  because  she  was  unable  to  work  after  the  fall  and 
had  to  go  on  welfare  and  was  not  getting  enough  money  to  pay  her  bills. 

There  are  many  cases  where  life  has  been  lost  and  there  is  no  recourse  for 
the  poor  and  grassroot  because  of  the  protective  hold  of  the  medical  society. 
I  think  the  rules  medical  ethics  is  in  question  and  should  be  investigated. 

One  last  complaint  is  the  cost  of  prescriptions.  Medicine  at  Pharmacies  has 
accelerated  and  I  was  told  by  one  pharmacist  that  the  complicated  and  slow 
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payments  by  Medicare  has  forced  them  to  charge  exorbitant  prices  in  order  to 
survive.  If  what  he  said  is  true,  then  prompt  repayment  of  Medicare  Claims 
could  eliminate  the  excessive  fees. 

I  hope  that  in  some  way  my  statement  will  assist  the  committee  in  arriving 
at  some  very  helpful  and  useful  recommendations.  I  have  given  you  the  view 
and  experience  from  the  grassroot  people.  Let  me  suggest  that  whatever 
recommendations  made  by  this  committee  and  eventually  the  programs  that 
result  thereof,  keep  in  mind  and  try  to  remember  at  all  times  the  pride  of  the 
poor.  If  the  committee  can  do  that,  then  I  am  sure  whatever  is  produced  will 
be  extremely  effective  and  helpful. 


Statement  of  O.  J.  Valdez,  Membek,  AACOG  Health  Coordinating  Committee 

One  day  last  week,  a  middle  income  family  man  in  Los  Angeles,  California 
signed  a  check  for  approximately  fifty  dollars  and  dropped  it  in  the  mailbox. 
At  the  same  time  in  Seattle,  Washington,  an  elderly  handyman  purchased  a 
bus  ticket  to  Yuma,  Arizona.  In  San  Antonio,  Texas  a  lower  income  father 
was  anxiously  inquiring  about  the  minibus  shuttle  schedule  from  the  Bexar 
County  Hospital  back  to  town. 

What  these  incidents  had  in  common  was  that  all  three  of  the  people  in 
question  were  in  the  direct  process  of  obtaining  needed  health  care  services. 
Mr.  Golden  in  California  was  mailing  his  monthly  capitation  fee  to  the  group 
health  plan  that  he  and  his  family  were  enrolled  in,  a  Health  Maintenance 
Organization.  That  check,  every  month,  took  care  of  practically  all  their  health 
needs  including  hospitalization  or  inpatient  care  that  might  be  needed ;  out- 
patient care  in  the  form  of  screening,  checkups,  office  visits  and  the  like ;  and 
prescription  drug  costs. 

Mr.  Gray  in  Seattle,  on  the  other  hand,  a  drifter  who  had  worked  at  odd 
jobs  all  his  life,  was  heading  to  Arizona  to  find  a  job  so  that  he  could  pay 
to  get  some  dental  work  done  across  the  border  in  Mexico.  He  simply  could 
not  afford  the  cost  for  the  same  work  in  Seattle. 

Mr.  Blanco  in  San  Antonio  had  just  finished  talking  to  the  doctor  who  had 
examined  his  little  girl  and,  after  diagnostic  tests,  confirmed  that  Maria  had 
low-grade  anemia  and  needed  therapeutic  iron  dosage  and  a  special  diet. 
Although  this  care  had  not  cost  Mr.  Blanco  out-of-pocket  costs,  courtesy  of 
OEO,  he  was  still  wondering  as  he  boarded  the  shuttle  how  to  pay  for  a 
special  diet  for  his  daughter  on  his  $70.00  weekly  paycheck,  and  still  feed  the 
rest  of  his  family  at  today's  prices. 

Now,  today  in  the  late  20th  century  in  this  the  richest  country  in  the  world, 
this  sort  of  dilemma  should  not  be  happening.  It  was  precisely  this  vast  con- 
trast between  satisfying  the  health  care  needs  of  those  fortunate  enough  to 
be  able  to  pay  on  a  need  basis,  and  the  needs  of  those  of  less  fortunate  eco- 
nomic means ;  or  those  with  the  finances,  but  no  provider  for  a  hundred  miles 
around  as  is  the  case  in  some  rural  areas,  that  inspired  the  "Comprehensive 
Health  Planning  and  Public  Service  Amendments  of  1966"  signed  into  law 
by  President  Johnson  in  November,  1967.  CHP/PSA,  or  Public  Law  89-749 
was  to  encourage  the  coordinated  use  of  all  health  and  health-related  resources 
in  reducing  health  problems  for  all  citizens  of  this  country,  regardless  of  age, 
sex,  economics  or  geographic  background.  A  beautiful  concept :  The  effective 
utilization  of  all  available  health  resources.  In  addition.  PL  89-749  besides 
providing  funds  for  the  planning  of  Health  Care  Delivery  under  state  formulae 
and  areawide  projects,  also  provided  grant  funds  for  the  training  of  health 
care  personnel,  special  studies,  and  demonstration  or  pilot  projects  that 
focused  on  special  or  priority  health  needs. 

Section  314(a)  of  PL  89-749  required  that  states  establish  a  single  agency 
with  the  responsibility  for  the  administration  and  supervision  of  the  states' 
health  planning  function.  In  Texas,  the  Office  of  Comprehensive  Health  Plan- 
ning ^^as  designated  within  the  governor's  office.  Other  states  designated  the 
existing  State  Health  Department  for  this  function.  Section  314(b)  provided 
for  planning  grants  to  areawide  or  regional  health  planning  agencies,  with  a 
broad  community  wide  representation,  a  majority  of  the  members  of  which 
must  be  consumers  of  health  care,  not  providers.  In  San  Antonio,  the  Alamo 
Area  Council  of  Governments,  whose  members  are  existing  governmental  agen- 
cies, applied  for  and  received,  with  the  help  of  the  medical  profession,  a  grant 
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for  Comprehensive  Health  Planning.  It  was  one  of  AACOG's  first  regional 
planning  grants. 

Unfortunately,  because  of  the  structure  of  the  CHP  agency  designed  by 
AACOG's  member  governments,  the  ultimate  decision-making  power  remained 
with  AACOG's  own  Executive  Committee,  made  up  of  appointees  from  each 
member  government,  who  turned  out  usually  to  be  elected  oflficials.  The 
rationale,  perfectly  in  keeping  with  HEW  guidelines,  was  that  since  these  are 
elected  public  officials,  they  would  be  most  responsive  to  community  desires 
or  constituents'  voices.  The  actual  experience  of  the  Health  Advisory  Com- 
mittee has  not  always  proven  this  to  be  the  case.  Other  regional  health  plan- 
ning councils  across  the  country  have  eliminated  this  problem  by  establishing 
their  board  completely  free-standing  from  the  other  planning  functions  of 
their  regionwide  body. 

The  Executive  Committee,  in  turn,  created  a  Health  Advisory  Committee, 
or  Regional  Health  Planning  body,  made  up  of  appointees  of  its  own.  Now,  in 
keeping  with  the  implementation  guidelines  published  by  HEW  for  these 
regional  CHP  agencies,  a  majority,  or  51%  of  its  members  had  to  be  con- 
sumers. In  the  initial  stages,  "consumer"  turned  out  to  have  a  very  broad 
definition,  including  for  example,  the  Chairman  of  the  Board  of  the  city's 
largest  retail  drug  chain,  who  was  appointed  Chairman  of  the  Health  Ad- 
visory Committee ;  a  "retired"  non-practicing  M.D. ;  and  the  Chairman  of  the 
County  Hospital  District's  Board  of  Trustees. 

Such  was  the  first  stage  of  the  ordinary  citizen's  battle  for  a  voice  in  the 
policy-making,  decision  making  forum  in  the  Comprehensive  Health  Planning 
arsa ;  ont  with  abiolutsly  no  contact  with  tht  Hsalth  Oar©  ppofesilon  or  the 
Health  Oart  Dillvery  iystgm  Qih%v  than  hii  family  doctor  or  tht  thrt©  day 
litay  In  th©  community  hespltal  tov  an  appfndtetomy.  Th©  iuecifdlnf  itagii, 
ioffl©  still  in  pregi'iss,  wer©  ©fforti  toward  ©qultabl©  ©thnle  and  eeoaomle 
1©?©1  r©pr©ientatloa  i  and  of  eeuri©,  ©fforts  toward  fuaraateglnf  that  dgelslons 
mad©  by  tb©  Htalth  Advisory  Oommittfi  would,  In  fact,  b©  binding  on  the 
O0v©raffl©ntal  Ix^yutlv©  Oofflmltt©©,  which  e0uld=and  still  d0©8==on  occasion 
evirrld©  Its  Qofflpr©h©n8iv©  Health  Planning  body  for  political  or  other  r©asons. 

Iventually  th©  51%  consumer  flgur©  was  raised  to  00%.  itlll,  th©  parties 
patloa  of  ordinary  eltl^eas  in  Health  Flaaalag  d©el8lons  that  will  vitally  affect 
whether  or  not  th©y  will  b©  able  to  obtain  and  pay  for  much  needed,  vital 
health  services  leaves  much  to  b©  d©8lr©d.  Aad  It's  understaadable,  when  the 
very  first  ©xposur©  that  he  r©e©lves  to  th©  plaaning  process  sounds  like  so 
much  technical  planners'  jargon  and  medical  terminology  with  liberal  sprlakles 
of  good  old  polities  aad  eompl©x  parllaratntary  maneuvering  thrown  In  for 
good  measure. 

If  this  sounds  overly  pessimistic  or  cynical,  let  m©  assure  you  that  th©  pic- 
ture was  not  entirely  dark;  there  were  a  few  bright  linings  In  th©  dark 
cloud.  Actual  policy  decisions  were  mad©  by  this  awkward,  high-pressure 
melting-pot  of  health  planners.  For  example,  the  Military  Assistance  for  Safety 
in  Traffic,  or  MAST  program  was  a  direct  result  of  AACOG's  CHP  priority 
setting  during  the  first  year.  It  so  happened  that  the  highest  priority  arrived 
at  by  the  regional  CHP  body  was  better  transportation  for  would-be  con- 
sumers to  the  health  care  delivery  points.  If  you  dig  deeply  enough,  the 
probable  reason  for  this  priority  on  the  part  of  consumer  members  was  the 
newly  constructed  Bexar  County  Hospital  approximately  fifteen  miles  north- 
west of  the  traditional  delivery  point  for  medical  care  to  the  indigent  in 
downtown  San  Antonio.  Still,  the  MAST  program  has  been  implemented  on  a 
more  or  less  national  level  as  one  method  of  military/civilian  cooperation, 
and  it  has  proven  worthwhile  in  many  instances. 

Another  bright  spot  was  the  rejection  of  one  community  health  facility's 
application  for  a  high-voltage/cobalt  radiation  therapy  treatment  center.  With 
some  five  of  these  units  already  in  operation  within  the  county,  the  addition 
of  one  more  expensive  radiation  therapy  lab  with  closed  staff  and  limited 
accessibility  was  not  very  favorably  received.  What  was  recommended  in  its 
stead  was  a  regional  treatment  center — since  the  greater  number  of  recipients 
of  this  therapy  are  ambulatory — with  open  staff  privileges;  that  is,  anyone 
with  radiologist's  qualifications  would  be  able  to  treat  his  patients  at  the 
facility,  regardless  of  whether  he  actually  had  stalf  privileges  at  the  sponsoring 
hospital. 
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An  Important  policy  decision  made  by  ttie  Health  Advisory  Committee  was 
a  blanket  moratorium  on  the  building  of  additional  general  short-term  hospital 
beds  in  the  San  Antonio  area  passed  in  November  1972  and  extended  recently, 
last  October,  for  another  twelve  months.  Both  actions  were  ratified  by  the 
Executive  Committee.  Unfortunately,  under  presently  in  force  state  and  federal 
statutes,  anyone  with  sufficient  funds  can  build  a  general  hospital  if  it  meets 
existing  health,  safety  and  construction  codes.  The  only  health  facilities  re- 
uired  to  be  reviewed  before  construction  by  regional  health  planning  bodies 
are  those  to  be  built  with  federal  loans,  grants  or  guarantees.  And  licensing 
by  the  State  Board  of  Health  also  relies  on  these  basic  operational  require- 
ments with  no  thought  given  to  actual  community  need  or  efficient,  economic 
delivery  of  health  care. 

Some  months  ago,  a  private,  business-oriented  group  began  planning  a  300 
bed  general  hospital  for  San  Antonio  which  was  not  needed  according  to  the 
latest  data  available,  and  CHP  staff  and  the  Health  Advisory  Committee  began 
efforts  to  meet  with  the  developer  and  review  the  proposed  hospital.  These 
efforts  were  ignored.  As  was  stated  above,  if  federal  funds  of  any  kind  were 
involved  directly  or  indirectly,  the  ultimate  requirement  under  HEW  guide- 
lines for  this  hospital  to  be  approved  for  use  would  be  a  "Certificate  of  Need" 
issued  by  the  State  Department  of  Health,  which  in  turn  requires  review^  and 
comment  by  the  regional  health  planning  body.  In  addition,  since  amendments 
to  the  Social  Security  Act  were  approved  by  Congress  in  1972,  any  health 
facility  that  proposed  to  apply  for  payment  of  health  services  to  patients  under 
Medicare  or  MedicAid  also  need  to  be  cleared  by  the  regional  planning  body, 
whether  federal  funds  were  involved  in  its  construction  or  not,  provided  total 
projected  capital  expenditures  exceeded  $100,000.00. 

The  applicable  section  of  the  Social  Security  Act  Amendments  is  Section 
1122,  Title  XI.  Implementation  guidelines  published  by  HEW  called  for  an 
agreement  to  be  signed  by  each  state  providing  certain  planning  and  review 
procedures  at  the  regional  and  state  levels  culminating  in  the  issuance  of  a 
Certificate  of  need  by  the  State  Board  of  Health,  in  return  for  eligibility  for 
reimbursement  of  patient  costs  eligible  under  Social  Security  programs.  Early 
in  December,  1973  Governor  Briscoe  released  a  statement  that  Texas  would  not 
be  one  of  the  states  participating  in  this  agreement. 

The  net  result  of  this  is  that  the  benefits  of  Section  1122,  which  for  the 
first  time  enabled  Comprehensive  Health  Planning  bodies  to  implement  logical 
planning  of  health  care  facilities  to  eliminate  costly  duplication  and  over- 
building, have  been  elTectively  sidestepped.  Any  construction  that  meets  health, 
safety  and  construction  codes — which  are  the  basic  criteria  for  licensure  (also 
by  the  state) — will  be  reimbursed  under  present  MediCare/MedicAid  processes 
regardless  of  whether  Certificates  of  Need  exist. 

No  one  here  needs  be  told  what  empty  hospital  beds  mean  to  rising  patient 
costs ;  or  a  critical  shortage  of  health  manpower  compounded  by  competitive 
demands  for  more  nur.ses.  technicians  and  others  that  too  many  unnecessary, 
duplicative  health  facilities  will  create. 

For  those  that  have  been  struggling  step  by  step  toward  some  rational 
approach  to  the  provision  of  health  care  to  everyone,  it  seems  that  no  sooner 
do  you  reach  for  the  next  step  up  the  ladder  than  the  supporting  rung  is 
pulled  out  from  under. 

Sherry  Arnstein  in  The  Journal  of  the  American  Institute  of  Planners 
described  the  ladder  of  acceptance  or  receptivity  to  the  views  of  the  generally 
powerless  ordinary  citizen  by  the  majority  or  power  group  involved  in  com- 
munity planning  as  seven  ascending  levels  from  complete  rejection  to  equal, 
re.sDectful  cooperation.   (1) 

For  a  time  between  the  passage  of  Section  1122  and  its  abortive  implemen- 
tation in  Texas,  it  almost  seemed  as  though  the  consumer  in  the  Health  Ad- 
visory Committee  had  risen  to  Arnstein's  respectable  fourth  level :  A  consul- 
tation stage  at  which  the  power  group  respects  the  potential  of  the  out-group 
but  shrewdly  maneuvers  that  potential  into  relative  powerlessness. 

Perhaps  there  is  still  time  to  prove  the  wisdom  of  the  HEW/CHP  criteria. 
The  Executive  Committee  of  Alamo  Area  Council  of  Governments  is  compri.sed 
of  County  Judges.  Citv  Council-persons  and  other  elected  ofl^cials.  The  Gov- 
ernor in  Austin  also  has  been  known  to  listen  to  the  voice  of  the  people. 
Comprehensive  Health  Planning  decisions  that  will  affect  the  prices  you  pay 
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for  your  health  care  tomorrow  are  made  every  third  Thursday  at  the  Lecture 
Room  of  the  Robert  B.  Green  Hospital. 

Or  perhaps  the  time  is  now  for  a  new  approach  to  Comprehensive  Health 
Planning  such  as  a  Regional  Health  Board  or  Council  with  true  community 
input  and  realistic,  strong  enforcement  powers.  As  C.  Roseman  in  the  American 
Journal  of  Public  Health  says,  the  CHP  picture  has  not  been  pretty.  In  "Prob- 
lems and  Prospects  for  CHP",  Rosenman  says : 

"The  problems:  (1)  A  pattern  of  conflict  avoidance  in  policy  formulation 
and  goal  establishment;  (2)  a  failure  to  deal  with  the  causes  of  health  prob- 
lems; (3)  a  lack  of  political  leadership,  or  expertise,  coupled  in  some  states 
with  a  naive  supportive  clientele  inside  and  outside  of  the  health  field;  (4) 
grossly  inadequate  funding  to  provide  plans  for  comprehensive  health  care 
delivery  in  the  light  of  anticipated  national  health  insurance. 

"The  challenges:  (1)  the  development  of  plan  implementation  procedures; 
(2)  overcoming  the  undue  emphasis  placed  on  traditional  objectives  such  as 
cost  reduction,  cordination,  and  resource  allocation.  The  prospects  for  CHP 
survival  as  a  bureaucratic  entity  are  good,  but  its  innovative  planning  role 
seems  limited."   (2) 

The  accessibility  to  good,  preventive  health  care  is  not  a  privilege,  it  is  a 
right  as  basic  as  those  outlined  in  the  preamble  to  The  Declaration  of  Inde- 
pendence. But  given  the  nature  of  our  political  institutions,  democracy  does 
not  function  on  a  foundation  of  silent  acquiescence  of  the  majority  to  decision- 
making by  the  few.  Rather,  it  flourishes  on  a  hot-bed  of  active,  vocal  par- 
ticipation by  the  "Silent  Majority"  at  every  level,  including  Comprehensive 
Health  Planning. 

The  preceding  picture  of  CHP  raises  an  important  point:  Why  have  almost 
seven  years  of  comprehensive  health  planning  shown  so  little  results  in  making 
good  health  care  accessible  to  all  Americans  regardless  of  geographic  location 
or  their  ability  to  pay?  The  answer  is  simple.  In  the  United  States  of  America, 
the  bulwark  of  the  capitalistic  system,  the  land  of  free  enterprise  and  the 
competitive  market  place,  there  is  absolutely  nothing  in  the  way  of  competition 
among  the  sellers,  the  providers  of  health  care,  to  deliver  more  and  better  health 
care  at  less  cost.  Because  health  care  is  a  deferrable  commodity  from  the 
consumer  view  only  to  a  very  limited  extent,  the  delivery  of  health  care  intrin- 
sically becomes  a  seller's  market. 

When  you  have  a  cold,  you  normally  do  not  rush  to  yovr  physician  for  his 
diagnosis  and  prescription.  But  when  that  cold  is  accompanied  by  fever,  mus- 
cular pains  and  gastric  disturbances,  most  people  seek  professional  help.  Acute 
appendicitis,  measles,  polio,  whooping  cough  and  diptheria  normally  are  not 
diseases  that  permit  such  deferral  of  medical  attention.  And  yet  Texas  in  1970, 
with  only  five  and  one-half  percent  of  the  national  iwpulation,  accounted  for 
fifty  percent  of  all  reported  diptheria  cases  in  the  U.S.  that  year;  thirty-two 
percent  of  all  leprosy  cases ;  twenty-three  percent  of  the  measles  cases ;  and 
seventeen  percent  of  the  pertussis  cases.   (3) 

Compounding  th  problem  is  the  fact  that  a  large  part  of  these  "textbook" 
disease  cases — diseases  which  most  medical  students  rarely  expect  to  see  in 
actual  practice — were  suffered  by  the  Black  and  Mexican  American  population 
of  the  state.  These  ethnic  groups  enjoy,  among  other  things,  the  lowest  family 
incomes  of  the  community  at  large  and  thus  have  very  little  in  the  way  of 
options  as  to  where  or  how  to  obtain  critically-needed  health  care.  This  is 
shown  by  a  comparison  of  infant  mortality  rates  per  thousand  live  births  for 
different  state  planning  areas  by  ethnic  group,  which  shows  that  in  one,  the 
Capitol  Region,  the  infant  death  rate  for  the  Mexican  American  group  was 
nearly  twice  that  for  the  Anglo,  and  almost  three  times  as  high  for  Blacks  as 
compared  to  the  Anglo  group.    (4) 

Realizing  these  facts,  in  1969-70  a  group  of  interested  and  aware  faculty 
members  from  the  University  of  Texas  Medical  School  in  San  Antonio  began 
efforts  to  initiate  a  program  of  comprehensive  family  health  care  consisting  of 
diagnostic,  primary  and  secondary  health  care  for  a  target  group  of  families 
in  West  and  Southwest  San  Antonio.  These  families  at  the  time  were  dependent 
on  the  Bexar  County  Hospital  District's  Robert  B.  Greer  Hospital  for  their 
health  care  needs,  the  delivery  point  being  either  the  emergency  room  or  a 
small,  overcrowded  outpatient  clinic.  Such  care  as  was  being  received  was,  at 
best,  sporadic  and  fragmented.  Envisioned  in  its  place  was  a  program  of  health 
care  for  all  family  members  on  a  scheduled,  systematic  basis  funded  by  the 
OflSce  of  Economic  Opportunity. 
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Predictably,  the  governing  faction  of  the  county  medical  society  came  out 
with  immediate,  strong  criticism  of  the  proposed  plan.  Only  after  much  con- 
troversy in  the  media,  public  hue  and  cry,  and  strong  efforts  by  individual 
Bexar  County  Medical  Society  members  did  the  group  finally  remove  its 
objections  and  endorse  the  project.  This  is  one  "good"  example  of  competition 
among  the  providers  of  health  care. 

For  their  efforts  toward  a  small  but  dramatic  change  in  providing  good, 
comprehensive  health  care  to  a  small  minority  of  economically  deprived  fam- 
ilies in  San  Antonio,  the  faculty  member  primarily  responsible  for  the  project, 
along  with  the  dean  of  the  medical  school  himself  were  "terminated"  largely 
through  the  influences  of  the  Texas  Medical  Association  at  the  University  of 
Texas'  Board  of  Regents  level. 

During  the  same  time  frame,  a  group  of  consumer  members  of  the  Health 
Coordinating  Committee  of  The  Alamo  Area  Council  of  Governments  was 
engaged  in  efforts  to  broaden  the  consumer  representation  on  that  body, 
charged  as  a  314(b)  agency  under  PL89-749  with  the  responsibility  of  compre- 
hensive health  planning  for  the  multi-county  Alamo  Area  surrounding  San 
Antonio..  In  this  regard,  much  help  was  received  from  the  director  of  CHP 
for  Region  VII,  HEW  Dallas. 

Again,  this  time  through  efforts  at  HEW  national  through  the  American 
Medical  Association  and  the  TMA,  this  highly  placed  professionally  respected 
civil  servant  was  temporarily  removed  from  the  scene  through  a  "make-work" 
type  of  temporary  duty  assignment  to  Rockville,  Maryland  for  a  period  of  three 
months  that  ended  only  when  the  individual  involved  refused  to  return  to  his 
assigned  post  in  Maryland  after  a  holiday  leave.  This  is  an  excellent  example 
of  competition  among  the  sellers  of  health  care. 

Still  later,  the  director  of  CHP  for  the  COG  was  himself  terminated  because 
of  a  careless  display  of  objectivity  in  providing  technical  assistance  to  city  staff 
in  their  efforts  to  apply  for  a  Health  Maintenance  Organization  planning  grant 
for  the  Model  Cities  area  in  Southwest  San  Antonio.  The  fact  that  the  Bexar 
County  Medical  Society  through  its  instantly  philanthropic  (with  federal  funds) 
Bexar'  County  Medical  Foundation  was  also  applying  for  HMO  planning  monies 
ostensibly  had  nothing  to  do  with  the  CHP  director's  termination.  To  date  the 
BCMF  HMO  is  the  only  game  in  town,  and  its  capitation  rates  are  strictly 
upper  middle  class  economics.  Another  example  of  free  enterprise  and  compe- 
tition among  the  providers  of  health  care. 

There  are  numerous  instances  that  can  be  related  to  point  up  the  competitive 
spirit  that  prevails  among  health  care  providers  to  ensure  good  quality  health 
care  accessible  to  all.  In  summary,  this  comi^etitive  spirit  exists  only  in  a 
negative  sense. 

Whenever  a  new  technological  breakthrough  appears  on  the  health  care 
scene  in  the  form  of  new  diagnostic,  therapeutic  or  monitoring  equipment,  there 
is  an  unfortunate  scramble  among  .he  provider  institutions  to  obtain  the  new 
equipment  with  little  thought  given  to  community  needs  (how  many  high-voltage 
radiation  therapy  units  can  a  community  of  700,000  effectively  utilize?  San 
Antonio  has  eight.)  but  much  imixtrtance  given  to  remaining  competitive  with 
other  primary  health  care  facilities.  "If  Community  Hospital  is  getting  one, 
we've  got  to  have  one,  too."  Not  because  the  patients  demand  it,  but  because 
the  doctors  do.  The  net  result  is  higher  and  higher  costs  to  the  low  man  on  the 
health  care  totem  pole,  the  patient. 

The  latest  example  of  this  philosophy  is  the  revolutionary  EMI  Brain  Scanner 
which  eliminates  the  need  for  other  more  time-consuming,  discomforting 
brain  physiology  and  trauma  diagnostic  processes.  Within  the  last  thirty  day 
period,  three  of  these  units  have  been  placed  on  order  by  health  facilities  in  the 
city,  with  a  potential  three  more  looming  on  the  horizon.  When  certain  reser- 
vations as  to  need  for  this  multiplicity  of  units  for  an  essentially  outpatient 
procedure  were  expressed,  proponents  for  the  applying  institutions  were  reduced 
to  one  of  the  hoary  "flag,  mother,  country"  arguments.  "If  your  mother  needed 
diagnostic  brain  tests  for  iwssible  brain  damage  after  a  stroke,  we  hope  you 
wouldn't  let  her  'go  down  the  drain'  over  a  few  thousand  dollars  in  equipment 
that  wasn't  available."  The  few  thousand  dollars  in  actuality  is  a  third  of  a 
million  dollars,  a  not  insignificant  amount  by  any  standards  that  in  the  end 
must  come  from  the  pockets  of  the  consumer. 

The  classic  example  of  competitiveness  in  the  health  profession  in  Texas  is 
the  Constitutional  provision  and  the  corporate  statutes  prohibiting  the  corporate 
practice  of  medicine  by  anyone  other  than  a  licensed  MD.  Although  PLr-93-222 
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effectively  overrides  such  state  laws  that  contradict  the  intent  of  this  HMO 
bill,  indications  from  HEW  are  that  they  will  await  a  court  test  of  these  partic- 
ular requirements  and  will  not  take  an  advocacy  role.  Until  this  issue  is  settled, 
Health  Maintenance  Organizations  in  Texas  will  continue  to  be  dominated  by 
the  providers  of  health  care,  with  little  thought  and  less  import  given  to 
consumer  needs. 

Competition  in  the  health  care  field  is  notable  only  for  its  lack.  Until  the 
consumer,  the  other  end  of  the  two-way  street  called  health  care  delivery,  is 
given  an  equal  voice  in  suggesting,  planning  and  implementing  alternative 
delivery  systems,  infants  will  continue  to  die  needlessly  in  the  barrios  and 
ghettoes,  and  interns  and  students  from  medical  schools  across  the  country  will 
continue  to  make  field  trips  to  see  first  hand  real,  flesh  and  blood  cases  of  archaic 
textbook  diseases  in  Texas. 
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APPENDIX  1.-1968  COMPARISON  OF  TEXAS  AND  UNITED  STATES  IN  OCCURRENCE  OF  5  COMMUNICABLE  DISEASES 


United  States 

Texas 

Ratio  of 

Texas  rate 

to  United 

States 

Percent  in 
Texas 

Disease 

Number            Rate' 

Number 

Ratei 

Rank 

Poliomyelitis 

Measles 

53              0.03 
22,231             11.12 

22 

5,204 

131 

40 
802 

0.20 

47.40 

1.19 

.36 

7.31 

6. 7  to  1 
4. 3  tol 
9. 1  to  1 
6.0  tol 
3. 0  to  1 

41.5 
23.4 
50.4 
32.5 
16.7 

1 

1 

Diphtheria 

260                 .13 

2 

Leprosy_. 

Pertussis 

123                 .06 
4,801               2.41 

2 

4 

1  Rates  per  100,000  population. 

Source:  "AStudy  of  Selected  Communicable  Diseases  in  Texas",  Office  of  Comprehensive  Health  Planning. 


APPENDIX  II.— INFANT  DEATH  RATE  BY  ETHNIC  GROUP  FOR  TEXAS  AND  PLANNING  REGIONS,  1969 


Geographic   areas 


Total 


Anglo 


Latin 


Negro 


Panhandle 

South  Plains. 

North  Texas 

North  Central  Texas. 

North  East  Texas 

East  Texas 

West  Central  Texas.. 
Upper  Rio  Grande... 

Permian  Basin 

Concho  Valley 

Central  Texas 

Capitol 

Brazos  Valley 

Deep  East  Texas 

South  East  Texas... 

Gulf  Coast 

Golden  Crescent 

Alamo 

South  Texas 

Coastal  Ben 

Lower  Rio  Grande... 
State... 


Source:  Texas  Health  Data  Institute. 

Note.— Not  included  if  live  births  were  less  than  100. 


22.6 

18.9 

29.3 

53.5 

27.6 

20.8 

32.5 

53.1 

23.0 

19.4 

24.1 

55.0 

22.5 
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Exhibit  18. — Letter  From  W.  C.  McCue  Re  Crisis  in  South  Florida  Medical  Center 
Complex,  With  Relevant  Neivspaper  Articles 

Comprehensive  Health  Planning  Council  op  South  Florida, 

Miami,  Fla.,  May  7,  1974- 
Senator  Philip  A.  Hart, 
Subcommittee  on  Antitrust  and  Monopoly, 
Senate  Office  Building 
Washington,  D.C. 

Dear  Senator  Hart  :  I  am  sorry  that  Dr.  Benes  and  I  will  not  be  able  to 
appear  before  your  Subcommittee  on  Tuesday,  May  14th.  The  recent  crisis  in 
our  Medical  Center  Complex  has  required  a  special  Board  meeting  which  will 
be  held  at  a  time  which  will  conflict  with  your  hearings. 

As  requested  by  your  staff.  Dean  Sharp,  I  am  enclosing  documents  which 
speak  to  the  crises  facing  this  local  health  system  plus  our  agency's  view  on 
comprehensive  health  planning  legislation  now  before  Congress. 
Sincerely, 

W.  C.  McCuE,  Executive  Director. 
Enclosures. 

Local  Health  Planning  Principles  Which  Should  Be  Preserved  Through 

Legislation 

(Paper  prepared  by  W.  C.  McCue,  Executive  Director,  Comprehensive  Health 
Planning  Council  of  South  Florida) 

I  have  spent  the  last  twelve  years  of  my  professional  career  in  local  health 
planning  councils  in  three  different  communities.  My  experience  in  health 
planning  predates  the  initiation  of  the  Comprehensive  Health  Planning  Act  of 
1966  by  four  years.  Therefore,  I  have  experienced  several  health  planning  re- 
organizations. 

I  feel  that  the  health  planning  concept  has  definitely  matured  over  the  years 
and  that  this  approach  of  involving  local  citizens  in  a  local  decision-making 
process  conducted  in  an  open-to-the-public  setting  can  in  fact  make  health 
services  more  responsive  to  people's  needs.  It  is  not  an  easy  concept  to  imple- 
ment but  it  can  be  done.  My  plea  in  that  we  build  upon  what  we  have  learned 
through  the  years  relative  to  this  complex  process  rather  than  start  completely 
anew.  Also  I  feel  that  we  must  not  re-enact  in  local  communties  across  the 
United  States,  several  years  of  .jurisdictional  infighting  and  significant  reor- 
ganizational  efforts  as  were  carried  out  in  1966  following  implementation  of 
the  Comprehensive  Health  Planning  Act.  The  nation's  health  system  can't  stand 
a  repeat  of  those  fruitless  battles  of  the  mid-sixties. 

I  have  reviewed  the  legislative  drafts  developed  within  the  House  of  Repre- 
sentatives, the  Senate,  and  the  Administrations  proposal  that  focus  on  new 
developments  for  health  planning  across  the  country.  My  general  reaction  to 
each  of  these  documents  is  that  there  is  a  great  deal  of  sound  thinking  reflected 
in  them.  My  hope  is  that  the  basic  concepts  appearing  in  each  document  can  be 
merged  into  a  sound  legislative  document  that  will  be  passed  this  session. 

I  will  now  briefly  communicate  relative  to  the  local  health  planning  principles 
which  I  think  should  be  preserved  through  legislation.  Also  my  focus  will  be 
on  the  local  decision-making  process  since  that  is  the  level  of  decision-making 
in  which  I  have  labored  for  the  past  few  years. 

I  support  completely  the  attached  position  paper  of  the  American  Association 
for  Comprehensive  Health  Planning,  a  document  that  took  many  months  to 
develop  and  was  supported  by  all  but  a  few  health  planning  representatives  at 
our  national  conventions  this  past  fall.  Also  I  more  specifically  support  the 
ten  basic  principles  of  effective  local  health  planning  which  are  underlined  in 
the  following  text  and  which  were  approved  by  the  Board  of  Directors  of  the 
Comprehensive  Health  Planning  Council  of  South  Florida  on  September  17, 
1973,  the  five  year  old  Health  Planning  Council  for  which  I  work. 

Local  health  planning  councils  in  the  future  should : 

1.  Maintain  a  clear  majority  of  consumer  participation  at  the  policy  Boa/rd 
and  Working  committee  levels. 

I  think  this  is  one  of  the  key  elements  of  consumer  responsive  local  decision- 
making process.  Not  only  must  the  consumers  be  in  a  majority  throughout  the 
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the  local  health  planning  councils  but  a  continuous  effort  must  be  exerted  by  a 
staff  of  the  Council  in  orientation  of  the  consumer  participations  relative  to  the 
complex  issues  that  will  come  before  them.  Also  continual  efforts  must  be 
directed  towards  the  objective  of  maintaining  a  good  consumer  attendance  at 
the  Planning  Council  meetings.  The  providers  on  the  Health  Planning  Council 
Task  Force  and  Board  are  usually  in  attendance.  We  have  several  appointed 
public  officials  involved  in  various  activities  of  the  Planning  Council.  We  find  it 
difficult  to  effectively  involve  significant  numbers  of  elected  officials  because 
their  time  availability  is  severely  limited  plus  not  infrequently  elected  officials 
state  that  since  we  advise  them  on  many  occasions  they  feel  a  degree  of  conflict 
of  interest  if  they  are  sitting  on  both  Boards.  Our  agency  has  also  recently 
initiated  a  conflict  of  interest  statement  which  I  feel  will  encourage  more 
responsive  decision-making. 

2.  Maintain  a  completely  open-to-the-public  planning  process. 

All  meetings  of  this  local  health  planning  council  are  completely  open-to-the- 
public,  representatives  of  the  press  are  often  in  attendance  and  the  general 
public  attends  and  participates  in  an  orderly  manner  relative  to  the  discussion 
of  the  issues  before  the  organization.  The  President  of  this  organization  just 
today  communicated  that  he  felt  it  was  important  that  all  files  within  the  local 
health  planning  council  should  be  open  for  review  by  any  local  citizens  who 
wish  to  see  them.  I  certainly  agree  with  his  sentiments. 

3.  Recognize  that  implementation  is  key  to  a  successful  planning  process  hut 
not  to  the  point  of  local  planning  councils  operating  direct  service  programs. 

Active  efforts  toward  the  implementation  of  the  Planning  Council's  Board 
approved  recommendations  is  obviously  and  essential  part  of  the  planning 
process  but  most  planning  theorists  will  agree  that  the  Planning  Agency  should 
not  manage  direct  service  programs.  The  management  of  direct  service  pro- 
grams is  in  direct  conflict  with  the  goal-setting,  priority-setting  and  review  and 
advisory  responsibilities  of  the  local  health  planning  councils. 

4.  Cover  a  manageable  geographic  area  giving  consideration  to  such  factors 
as  distance  within  the  area,  size,  number  of  people  and  political  boundaries  to 
6e  crossed. 

This  local  health  planning  council  serves  two  counties  in  the  southern  part  of 
Florida  with  a  total  population  of  1.4  million.  Since  one  of  these  county's  foci 
of  population  is  150  miles  from  the  major  city  in  the  area  (Miami),  this  Covmcil 
has  assisted  in  the  development  of  an  affiliate  organization  which  also  involves 
local  citizens  from  the  decentralized  city  of  Key  West  thus  allowing  local 
citizens  in  fact,  to  make  local  decisions.  A  further  expansion  of  this  Council's 
area  of  responsibility  would  seriously  jeopardize  the  quality  of  this  organiza- 
tion's work  and  the  strong  element  of  local  citizens  participation,  in  my  judg- 
ment. This  Council's  Board  of  Directors  si^ends  at  least  two  and  a  half  hours 
each  month  in  a  very  intense  policy-making  effort  plus  many  of  the  Board 
members  participate  in  organizational  activities  throughout  the  month.  I  hon- 
estly believe  that  this  policy-making  body  cannot  responsibly  handle  an  area 
larger  than  the  one  it  is  presently  within  their  jurisdiction. 

5.  Function  under  the  operational  control  of  a  local  Board  of  Directors  and 
under  the  auspices  of  an  organization  best  suited  to  the  local  community  as 
determined  by  the  local  process.  It  should  be  recognised  that  organizational 
adrmnistrative  auspices  could  include  such  local  agencies  as  Councils  of  Govern- 
ment, multi-purpose  planning  agencies,  or  non-profit  planning  agencies  but 
should  not  be  an  integral  part  of  local  operational  government. 

Most  of  the  health  planning  councils  presently  operating  in  the  United  States 
are  structured  as  non-profit,  free-standing  corporations.  This  is  the  type  of 
organization  that  I  work  for  and  it  is  my  personal  preference  but  I  am  sure 
there  are  effective  planning  councils  functioning  under  Councils  of  Government 
auspices  or  multi-purpose  planning  agency  auspices.  I  do  think  there  is  a  very 
logical  reason  why  health  planning  councils  can't  function  under  local  opera- 
tional government.  In  this  community  which  has  a  metropolitan  form  of  gov- 
ernment, we  also  have  26  other  mimicipalities.  Also  much  of  our  work  results 
in  advisory  studies  that  are  directed  to  various  local  governments.  Also  Metro- 
politan Dade  County  government  operates  significant  segments  of  the  local 
health  system,  therefore,  it  is  difficult  for  them  to  be  a  goalsetter,  priority-setter 
and  a  conductor  of  review  and  advisory  studies  since  many  of  these  activities 
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would  be  directed  towards  programs  that  they  are  responsible  for.  The  basic 
concept  relative  to  organizational  auspices  is  that  the  decision  should  be  made 
by  citizens  of  the  community  in  which  the  organization  functions.  This  particu- 
lar question  has  been  thoroughly  studied  by  the  American  Association  for 
Comprehensive  Health  Planning  and  their  position  paper  on  this  matter  is 
available  for  review. 

6.  Relate  effeotively  to  the  local  and  state  political  deoision-makers  through: 
(a)  Involvement  of  represe^itatives  of  local  and  state  governments ;  and 

(6)  Entering  into  appropriate  formalized  agreements  with  local  and  state 
govemtnents. 

As  previously  stated,  many  decisions  that  our  agency  makes  are  communi- 
cated to  the  County  Manager  and  the  County  Commissioners ;  sometimes  in- 
formally and  sometimes  in  formal  public  hearings.  Also  we  are  in  continual 
communication  with  various  departments  of  state  government.  We  have  devel- 
oped contractual  relationships  with  certain  divisions  of  state  government  and 
with  Metropolitan  Dade  County  government. 

7.  Relate  effectively  to  local,  regional,  and  state  physical  planning  agencies  as 
well  as  other  social  planning  agencies. 

One  of  the  key  roles  of  the  local  planning  council  is  to  effectively  relate  to 
local  organizations  through  involvement,  continual  communication  and  in  some 
cases,  contractual  relationships.  This  local  health  planning  council  shares  staff 
with  the  Model  Cities  program  and  the  Chamber  of  Commerce  relative  to 
environmental  quality  planning.  Our  staff  and  the  State  Drug  Abuse  staff  work 
closely  together.  We  staff  a  Joint  Committee  on  Alcoholism  with  the  Dade 
County  Mental  Health  Board  and  we  have  a  contractual  relationship  with 
Metropolitan  Dade  County  government  and  are  presently  developing  a  memo- 
randum of  agreement  with  the  South  Florida  Regional  Planning  Council. 

8.  Revie^v  and  recommend  appropriate  action  relative  to  the  allocation  of 
resources,  both  capital  and  operational,  for  local  health  system.  These  recom- 
mended actions  should  be  directed  to  the  following  wppropriate  bodies: 

(a)  Local  and  state  legislative  and  governmental  bodies; 

(&)  Public  and  private  resource  allocators; 

(o)  Health  and  health  related  service  providers; 

(d)  General  public. 

I  feel  that  local  planning  agencies  should  review  and  comment  but  that  the 
final  decision-making  responsibility  best  resides  with  local  and  state  govern- 
mental bodies.  I  think  checks  and  balances  are  important  at  every  level  of 
government. 

9.  Match  tvith  local  funds,  to  the  extent  possible,  the  federal  share  of  financial 
support  as  an  indication  of  the  local  community's  commitment  to  the  local  health 
planning  effort.  Support  should  be  shared  50/50,  with  a  readily  available  hard- 
ship provision  for  those  agencies  tvhich  find  it  impossible  to  match  federal 
financial  support  with  local  dollars. 

Attached  is  a  fund-raising  statement  that  spells  out  in  greater  detail  this 
organization's  fund-raising  philosophy. 

10.  Develop  a  formal  procedure  for  effectively  influencing  the  decision  of 
financial  allocators.  It  might  be  appropriate  for  local  health  plannilng  agencies 
to  be  given  modest  sums  of  developmental  dollars  to  be  utilized  to  stimulate  the 
development  of  innovative  projects  tvhich  have  been  identified  as  high  priorities 
by  the  local  planning  process,  but  a  primary  organizational  function  should  not 
be  the  allocation  of  large  sums  of  dollars  to  the  local  health  system. 

I  am  aware  that  there  is  a  considerable  debate  going  on  at  the  national  level 
relative  to  this  question  of  the  allocation  of  the  developmental  dollars.  I  believe 
the  local  agency  can  responsibly  carry  out  this  function,  particularly  after 
sound  criteria  and  a  comprehensive  plan  has  been  developed.  Also  I  am  aware 
that  CHP  agencies  and  RMP  agencies  are  fighting  for  their  separate  survivals. 
I  feel  that  it  is  a  fruitless  and  nonproductive  issue.  I  i>ersonally  think  that  there 
is  a  need  for  one  local  agency  and  one  state  agency  to  effectively  relate  with 
the  federal  government  in  rational  decision-making  with  the  results  being  more 
responsive  health  services  for  the  people  of  this  nation.  Therefore,  I  feel  that 
now  is  the  time  to  build  on  those  positive  concepts  that  have  come  out  of  RMP 
and  CHP  experiences  of  the  last  few  years  versus  the  continuation  of  these  two 
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federally  funded  programs  functioning  in  parallel  and  sometimes  nonproductive 
and  competitive  relationships. 

This  statement  is  intended  to  identify  certain  basic  principles  which  should 
characterize  local  health  planning  agencies.  It  is  recommended  that  these  prin- 
ciples be  preserved  by  future  health  planning  legislation. 

Local  health  planning  agencies  in  the  future  should : 

1.  Maintain  a  clear  majority  of  consumer  participation  at  the  policy  Board 
and  working  committee  levels. 

2.  Maintain  a  completely  open-to-the-public  planning  process. 

3.  Recognize  that  implementation  is  key  to  a  successful  planning  process  but 
not  to  the  point  of  local  planning  council's  operating  direct  service  program. 

4.  Cover  a  manageable  geographic  area  giving  consideration  to  such  factors 
as  distance  within  the  area,  size,  number  of  people  and  political  boundaries  to 
be  crossed. 

5.  Function  under  the  operational  control  of  a  local  Board  of  Directors  and 
under  the  auspices  of  an  organization  best  suited  to  the  local  community  as 
determined  by  the  local  process.  It  should  be  recognized  that  organizational 
administrative  auspices  could  include  such  local  agencies  as  Councils  of  Gov- 
ernment, multi-purpose  planning  agencies,  or  non-profit  planning  agencies  but 
should  not  be  an  integral  part  of  local  operational  government. 

6.  Relate  effectively  to  the  local  ad  state  political  decision  makers  through : 
{a)  Involvement  of  representatives  of  local  and  state  governments;  and  (&) 
Entering  into  appropriate  formalized  agreements  with  local  and  state  govern- 
ments. 

7.  Relate  effectively  to  local,  regional,  and  state  physical  planning  agencies 
as  well  as  other  social  planning  agencies. 

8.  Review  and  recommend  appropriate  action  relative  to  the  allocation  of 
resources,  both  capital  and  operational,  for  local  health  system.  These  recom- 
mended actions  should  be  directed  to  the  following  appropriate  bodies : 
{a)  Local  and  state  legislative  and  governmental  bodies;  (&)  Public  and 
private  resource  allocators;  (c)  Health  and  health  related  service  providers: 
(d)  General  public. 

9.  Match  with  local  funds,  to  the  extent  possible,  the  federal  share  of  financial 
support  as  an  indication  of  the  local  community's  commitment  to  the  local 
health  planning  effort.  Support  should  be  shared  50/50,  with  a  readily  available 
hardship  provision  for  those  agencies  which  find  it  impossible  to  match  federal 
financial  support  with  local  dollars. 

9.  Match  with  local  funds,  to  the  extent  possible,  the  federal  share  of  financial 
support  as  an  indication  of  the  local  community's  commitment  to  the  local 
health  planning  effort.  Support  should  be  shared  50/50,  with  a  readily  available 
hardship  provision  for  those  agencies  which  find  it  impossible  to  match  federal 
financial  upport  with  local  dollars. 

10.  Develop  a  formal  procedure  for  effectively  influencing  the  decisions  of 
financial  allocators.  It  might  be  appropriate  for  local  health  planning  agencies 
to  be  given  modest  sums  of  developmental  dollars  to  be  utilized  to  stimulate  the 
development  of  innovative  projects  which  have  been  identified  as  high  priorities 
by  the  local  planning  process,  but  a  primary  organizational  function  should  not 
be  the  allocation  of  large  sums  of  dollars  to  the  local  health  system. 
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JUNE,  1973 


The  Miami  Story —  an  experiment  in  citizenship  participation  .  . 

THE  COMPREHBHSm  HEALTH  PLAN  Hi  HO  COUHOL 
OF  SOUTH  FLORIDA 


When  P.  L.  89-749  was  enacted  in  1966,  it  was  based  upon  a  unique  partnership  between  government 
and  the  voluntary  sector  as  the  foundation  for  the  health  planning  process.  The  elements  of  the  partnership 
were  essentially  federal  funding  for  state  and  areawi'^<-  nianning  agencies  which  together  shared  the  respon- 
sibiUty  for  determining  the  community's  health  care  priorities  and  needs.  Since  the  original  legislation 
expires  this  year,  we  thought  it  appropriate  to  tell  The  Miami  Story  —  the  account  of  one  of  the  more 
effective  areawide  planning  agencies. 

In  keeping  with  the  intent  of  the  law,  this  agency  has  conceived  its  role  within  the  community  as  a 
catalyst  in  bringing  interested  parties  together  to  stimulate  change,  and  has  preserved  the  opportunity  for 
citizen  participation  in  the  planning  process.  ' 

Much  of  the  current  dialogue  after  five  years  of  experience  seems  to  suggest  that  renewal  of  the  existing 
federal  legislation  will  be  aimed  at  strengthening  the  competence  of  existing  agencies  to  fulfill  their  respon- 
sibilities as  they  relate  to  health  care  facilities  and  services.  Focus  of  the  CHP  agencies  will  be  narrowed  to 
two  primary  goals  -  ending  duplication  of  facilities  and  controlling  costs.  The  implication  is  that  if  the 
existing  planning  agencies  do  not  discharge  this  responsibility  effectively,  the  function  will  be  handled 
through  a  different  process. 

It  is  apparent  that,  judging  by  the  uneven  performance  of  both  the  st  ce  and  areawide  agencies  created 
by  the  original  federal  legislation,  the  voluntary  sector  and  the  public,in  the  final  analysis,  will  lose  much  if 
the  catalyst  role  is  replaced  by  the  decision  to  mandate,  and  if  citizen  participation  is  limited  to  reacting  to 
the  mandate  rather  than  helping  to  shape  the  recommendations  which  will  influence  the  future  health  care 
system. 

Editor 


Wood  C.  McCue  and  Ena  Naunton 

At  4:00  P.M.,  the  third  Monday  of  every  month, 
36  men  and  women  assembly  around  a  U-shaped 
table  in  a  borrowed  board  room  in  downtown  Miami. 
They  are  the  Board  of  Directors  of  the  Comprehen- 
sive Health  Planning  Council  of  South  Florida.  For 
the  next  3  or  4  hours,  they  spend  most  of  their  time 
listening  to  reports,  sometimes  impassioned  speeches 
from  members  of  the  public  or  recommendations 
from  chairmen  of  their  own  Committees  and  Taslc 
Forces,  which  represent  a  decision-making  force  of 
400  or  more  volunteers  from  the  community,  both 
health  professionals  and  laymen.  At  the  end  of  each 
monthly  session,  government  agencies  and  health-ser- 
vice operators  and  developers  receive  the  Health 
Planning  Council  Board's  "advice  ana  counsel"  on 
what  they  feel  is  best  for  the  health  of  1 .3  million 
people  in  Dade  County  (Greater  Miami)  and  nearly 
53,000  in  jMom-oe  County  (the  Florida  Keys). 


Much  has  been  written  elsewhere  about  the  rela- 
tive "clout"  of  the  nation's  200  health-planning  coun- 
cils in  influencing  health  care  since  Congress  passed 
the  Comprehensive  Health  Planning  Act  in  1966. 
Little  has  been  said  about  HOW  they  go  about  trying 
to  do  their  job.  While  it  is  our  intention  to  set  forth 
the  areas  of  strength  and  weakness  of  South  Florida's 
Health  Planning  Council,  the  main  purpose  of  this 
article  will  be  to  present  a  picture  of  a  single  Health 
Planning  Council  at  work. 

The  Health  Planning  Council  of  South  Florida  is 
now  in  its  fifth  year  of  operation.  In  that  time,  it  has 
become  the  catalyst  for  local  health  decision-making. 
Though  some,  who  find  themselves  obliged  to  make 

Wood  C.  McCue,  Executive  Diiector,  Comprehensive  Health  Ptanntng 
Council  of  South  Florida,  holds  masters  degrees  in  public  health  uid 
community  planning.  He  is  a  member  of  the  Board  of  Ehrectors  of  the 
American  Asaodarion  for  Comprehensive  Health  Fianntrtg. 

Ms.  Ena  Naunton,  a  senior  reporter  on  the  Miami  Herald,  has  covered 
the  activities  of  the  South  Florida  Planning  Council  since  its  inception. 
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their  plans  known  before  the  Health  Planning  Council 
(which  is  always  open  to  the  public  and  press),  have 
taken  unkindly  to  the  process,  and  though  some  have 
reversed  or  bypassed  the  Health  Planning  Council's 
advice  at  a  later  date,  the  effect  in  the  community  is 
being  felt  at  both  the  professional  and  layman  level. 

.  Because  of  the  Health  Planning  Council,  people  in 
Miami  are  beginning  to  ask  "is  more  better?"  about 
hospitals,  hospital  beds  and  the  possible  proliferation 
of  treatment  centers  for  drug  rehabilitation,  abortions 
or  walk-in  surgery.  Because  of  the  Council,  people 
who  are  frustrated  by  big  government  and  the  closed 
professional  shop  in  the  health  field,  now  feel  they 
may  have  a  voice  in  their  own  future. 

From  the  beginning,  it  has  been  the  Health 
Planning  Council's  pohcy  to  be  "people  focused."  To 
reiterate,  all  meetings  -  including  committee  meet- 
ings -  are  open  to  both  public  and  press.  Members  of 
the  public  are  encouraged  to  speak  their  minds  in 
time  allotted  at  every  meeting  after  the  Board,  itself, 
has  had  an  opportunity  to  ask  questions  of  those 
making  reports. 

The  Health  Planning  Council's  motto  is,  "make 
decisions  in  context  with  what's  best  for  all  the 
people  in  the  Council's  area  of  service."  Although  the 
phrase,  "all  the  people",  might  seem  fallacious,  there  is 
opportunity  for  an  adversary  position  to  be  presented 
at  every  meeting.  At  times,  when  the  subjects  arouse 
emotional  interest  -  as  when  focusing  on  drug  addic- 
tion, abortion  or  the  interests  of  people  whose  finan- 
cial investments  are  involved  -  the  going  gets  rough. 

One  drug-rehabilitation-program  operator,  look- 
ing for  a  state  license  which  required  a  Health 
Planning  Council  advisory  study,  threatened  to  pack 
all  committee  and  board  meetings  with  hundreds  of 
supporters.  And  he  carried  out  his  noisy  threat. 

The  outcome  of  this  and  all  other  health  matters 
brought  to  the  Health  Planning  Council  Board  is 
"advice"  to  another  agency  which  may  consent  to  or 
deny  licenses,  funding,  zoning  and  other  matters 
which  fall  within  the  purview  of  city,  county,  state  or 
federal  government.  The  Health  Planning  Council  is 
not  a  tribunal  or  the  final  decision-making  body.  But, 
it  is  in  the  position  to  review,  with  the  involvement  of 
members  of  the  community,  and  present  for  action  to 
the  key  decision-makers,  the  findings  of  a  representa- 
tive group  of  local  citizens. 

How  does  the  local  Health  Planning  Council  carry 
out  this  people-focused  function  ? 

The  triangle  chart  identifies  the  various  levels  of 
functional  responsibility  that  make  up  a  local 
planning  process.  The  base  of  the  triangle,  and  most 
essential  part  of  the  local  planning  process,  is  the  in- 
ternal, goal-oriented,  program-planning  which,  hope- 
fully, can  be  developed  within  the  many  local  groups 
that  are  delivering  health  care  to  the  local  citizens. 
The  center  of  the  triangle  identifies  the  critical  impor- 
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tance  of  developing  positive  communication  between 
the  many  units  of  the  local  health  system.  The  small 
apex  of  the  triangle  symbolizes  the  role  that  an  effec- 
tive Health  Planning  Council  plays  in  involving  local 
citizens,  both  providers  and  consumers,  at  the  com- 
munity-wide level  in  an  effort  to  make  the  local 
health  system  responsive  to  the  needs  of  the  system's 
user. 

The  basic,  continuous  functions  that  take  place 
within  the  local  health-planning  countil  are  a  recy- 
cling of  the  following  phases  of  the  planning  process. 

When  the  Health  Planning  Council  Board  is  faced 
with  a  community  health  problem,  a  Task  Force  is 
appointed  to  carry  out  the  initial,detail  phases  of  the 
planning  process  and  become  totally  familiar  with  the 
situation.  The  problems  have  ranged  from  advising 
the  County  (at  their  request)  on  their  most  appropri- 
ate role  in  health-care  delivery  in  the  '70's,  to  prepar- 
ing the  community  for  the  provision  of  emergency 
medical  care  for  thousands  of  "non-delegates"  who 
attended  both  political  conventions  last  year. 

The  Task  Force  may  start  out  with  30  or  so  repre- 
sentatives from  the  community,  providers  and  con- 
sumers, and  break  itself  down  into  small,  ad-hoc  com- 
mittees to  get  the  job  done,  sometimes  under  dead- 
line pressure.  The  Task  Force  handles  the  "what  is, 
what  should  be"  problem  identification,  and  alterna- 
tive-solution phase  of  the  planning  process.  They 
make  their  recommendations  to  the  Board  of  Direc- 
tors in  a  public  setting.  The  Board  then  has  the  re- 
sponsibility of  choosing  the  most  appropriate  action 
alternative  and  setting  priorities. 

Some  planning  organizations  feel  that  once  a  re- 
port is  complete,  the  responsibility  of  the  planning 
organization  ceases  at  that  point.  The  Comprehensive 
Health  Planning  Council  of  South  Florida  feels  that  if 
positive  action  is  to  occur  in  response  to  their  recom- 
mendations, then  the  Council  must  be  appropriately 
involved  in  implementation  efforts. 

Here  is  where  the  open  forum  system  of  the 
Health  Planning  Council  activities  in  Dade  County 
plays  a  role.  Involved  citizens  -  some  with  consider- 
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able  influence  of  their  own  -  are  aware  of  the  Health 
Planning  Council  Board  action  and  often  provide 
follow-up  when  the  reports  go  to  the  Metropolitan 
Dade  County  Commissioners,  various  other  local 
municipalities,  the  United  Fund,  state-and-federal 
level  decision-makers. 

The  publicity  resulting  from  the  activities  of  the 
press,  which  diligently  reports  the  current  actions  of 
the  Health  Planning  Council  and  also  keeps  a  watch- 
ful eye  on  the  progress  of  all  projects  which  have 
emanated  from  the  Council,  plays  a  vital^  role  in 
implementation. 

Realizing  that  no  effective  organization  can  be  all 
things  to  all  people,  the  Comprehensive  Health 
Planning  Council  of  South  Florida  has  drawn  up  a  list 
of  appropriate  and  inappropriate  organizational  func- 
tions. The  basic  appropriate  functions,  to  repeat,  are: 
(1)  Community-wide  fact-finding,  (2)  goal-setting,  (3) 
problem  identification,  (4)  alternative-solution  identi- 
fication, (5)  priority-setting,  (6)  implementation,  and 
(7)  evaluation. 

Support  functions  include  such  things  as  research 
into  the  organization  and  delivery  of  health  care,  but 
avoiding  the  inappropriate  organizational  role  of  basic 
clinical  or  behavioral  research. 

It  is  strongly  felt  that  the  Health  Planning  Council 
should  not  administer  direct-service  programs  except 
under  very  special  circumstances  and  for  a  very 
limited  period  of  time.  The  running  of  direct-service 
programs  would  negatively  affect  the  Council's  role 
of  goal-and-priority  setting. 

Although  the  Health  Planning  Council  is  being 
delegated  increasing  responsibilities  relative  to  "re- 
view and  advise"  prior  to  the  funding  of  local  health 
projects,  we  believe  it  is  inappropriate  for  the  organi- 
zation, itself,  to  collect,  hold  or  allocate  large  sums  of 
money.  This  money-tending  role  is  more  appropriate- 
ly that  of  the  federal,  state  and  local  governments, 
plus  the  local  United  Fund.  While  acknowledging  the 
importance  of  separating  the  fund  allocation  from  the 
advisory  role,  the  Council  recognizes  the  critical  im- 
portance of  effectively  influencing  the  m^or  allo- 
cators as  they  carry  out  their  health-funding  responsi- 
bilities. 

With  respect  to  the  current  nationwide  discussion 
as  to  whether  a  local  health-planning  council  should 


have  "review  and  advisory"  responsibility  versus  "re- 
view and  approval"  responsibility,  our  Council  recog- 
nizes the  need  for  enough  delegated  sanctioning 
power  to  be  effectively  influential  but  feels  it  is 
undesirable  for  approval  or  veto  power  to  be  lodged 
in  the  local,  planning  agency. 

Approval  power  would  conceivably  give  the 
Health  Planning  Council  more  teeth  than  it  wants  or 
needs  to  be  effective.  Such  concentration  of  power 
could  tie-up  the  local,  planning  council  in  continuous 
litigation  and  require  the  following  of  rigid  proce- 
dures and  regulations  to  the  point  that  the  essential 
community  participatory  process  could  cease  to  exist. 
At  present,  if  the  state  government,  the  Metropolitan 
Dade  County  Commission  or  the  United  Fund  do  not 
agree  with  the  South  Florida  Health  Planning  Coun- 
cil's advice,  they  do  not  have  to  accept  it.  The  present 
arrangement  of  "review  and  advise"  versus  "review 
and  approval"  allows  for  a  healthy  check-and-balance 
situation  while  ^t  the  same  time,  giving  the  local 
planning  council  enough  authority  to  implement  de- 
sirable action  alternatives. 

The  key  body  within  the  Health  Planning  Council 
structure  is  the  36-member,  policy-making  Board 
which  meets  for  approximately  3  to  4  hours  at  least 
once  per  month.  The  Board  Members  are  drawn  from 
all  segments  of  the  community.  There  is  some  mem- 
bership rotation  each  year. 

An  organizational  membership  of  more  than  300 
people  elect  the  Board  of  Directors  at  each  annual 
meeting.  Organizational  members  are  on  the  regular 
mailing  list  of  the  Council,  invited  to  the  many  organ- 
izational open  meetings  and  have  the  opportunity  to 
participate  as  working  members  of  the  organization's 
task  forces. 

The  work  horses  of  the  Council  are  the  many 
persons  presently  involved  in  the  Council's  numerous 
task  forces  and  ad-hoc  committees. 

Major  projects  presently  active  within  the  Coun- 
cil's structure  are  as  follows: 

Twelve  Review  and  Advisory  Studies 
Six  majoi  studies  focusing  on: 

1 .  Hospitals 

2.  Primary  care 

3.  Health  care  financing 
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4.  Health  manpower 

5.  Emergency  medical  services 

6.  Nursing  homes 

Six  ad-hoc  planning  projects  concerned  with: 

1 .  Kidney  dialysis 

2.  Unlicensed  physicians 

3.  Hospital  data  collection 

4.  Hospital  guidelines  development 

5.  Annual  meeting 

6.  Analysis  of  the  role  of  the  various  mental 
health  groups  in  planning,  coordinating 
and  direct-service  activities. 

Six  on-going  planning  activities  in  the  fields  of: 

1.  Mental  health 

2.  Alcoholism 

3.  Model  cities 

4.  Environmental  quality 

5.  Drug  abuse 

6.  Monroe  County 


A  unique,  three-year  study,  focusing  on  financing 
of  the  local  health  system,  is  now  being  earned  out 
by  the  plaiming  council  in  conjunction  with  the 
HPC's  of  St.  Louis  and  San  Diego.  Most  HPC's  across 
the  country  have  extensive  studies  relative  to  health 
facilities  and  health  manpower  but  few  have  focused 
on  the  financing  of  their  respective  local  health  sys- 
tems. These  three  studies  have  been  funded  by  the 
Health  Insurance  Council  and  will  be  completed  in  a 
few  months. 

Professional  staff  support  is  provided  to  this  citi- 
zens-directed, participatory  planning  process  by  an 
executive  director,  10  full-time  professionals,  plus 
four  others  who  are  paid  by  outside  agencies  such  as 
the  Model  Cities  Program,  the  Chamber  of  Commerce 
and  the  State  Drug  Abuse  Program.  These  part-time 
professionals  work  out  of  the  Health  Planning  Coun- 
cil's offices  and  coordinate  their  activities  with  the 
Coimdl. 

Thus,  14  professionals  are  available  to  give  staff 
support  to  the  many  task  forces  and  the  Board  of 
Directors.  The  professionals  arrange  for  the  meetings, 
collect  and  organize  the  facts,  write  the  reports  and 
provide  professional  advice  to  the  plarming  process,  as 
appropriate.  There  is,  approximately,  one  health- 
planning  professional  per  100,000  population  which 
seems  to  be  an  appropriate  ratio  for  an  organization 
that  covers  the  comprehensive  health  spectrum  from 
hospital  beds  to  environment  and  involves  local  citi- 
zens in  a  participatory,  community,  organization-type 
planning  process.  The  various  professionals  saturate 
themselves  in  a  given  area  of  study  and  can  handle  at 
an  absolute  maximum  approximately  S  m^or  pro- 
jects at  any  given  tim^. 


Major  Health  Planning  Council  recommendations 
accepted  by  key  decision-makers  and  implemented  or 
in  process  of  implementation  include: 

1 .  Transference  of  the  1,200-bed,  county  hospi- 
tal from  county  ownership  to  a  county- 
appointed  governing  board,  under  a  new  cor- 
poration, is  in  process. 

2.  Passage  of  state  "certificate  of  need"  law. 

3.  Formation  of  a  community-wide,  sickle-cell, 
screening  program. 

4.  Preparation  for  the  provision  of  health  care 
for  the  non-delegates  attending  the  national 
Democratic  and  Republican  conventions. 

5.  Develop  a  primary-care  system  for  the  poor 
and  near-poor  of  South  Dade  County. 


6.  Develop  a  county  wide, 
transportation  system. 


emergency,  medical- 


7.  Emphasize  the  development  of  centralized, 
neighborhood-based,  mental-health  services 
and  discourage  the  building  of  a  $20 
million,  300-bed,  state  mental-health  research 
and  training  institute  with  a  S7  million-a-year 
operating  budget. 

8.  Assist  the  State  Drug  Abuse  Program  in  the  li- 
censing of  local  drug  rehabilitation  programs. 


9.  Effectively 
projects. 


discourage   Biscayne  Bay  filling 


10.  Establishment  of  a  school  of  allied  health 
sciences  at  a  local  university. 

1 1 .  Recommend  against  the  building  or  expansion 
of  19  local  hospitals  representing  3,400  beds 
at  a  cost  of  $120  million  capital,  and,  approx- 
imately, $60  million-a-year  of  operating  costs. 

1 2.  Discourage  the  conversion  of  nursing  homes 
into  hospitals  and  the  construction  of  new 
nursing  homes. 

13.  Assist  the  state  in  the  implementation  of  the 
newly-passed,  health-maintenance-organiza- 
tion legislation  and  free-standing,  abortion- 
cUnics  legislation. 

What  are  some  major  organizational  challenges  facing 
the  Health  Planning  Council  and  the  comprehensive 
health-planning  movement  generally? 

The  m^or  challenge  facing  the  Comprehensive 
Health  Planning  Council  of  South  Florida  at  this  time 
is  the  rapidly  increasing  responsibilities  which  are 
nearly  overwhelming  the  policy-making  Board  of 
Directors  at  its  extended,  monthly  Board  Meeting.  In 
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the  past  few  months,  the  health-planning  councils 
across  the  country  have  been  delegated  increasing 
"review  and  advisory"  responsibilities.  Also,  the 
open-to-the-public,  participating  approach  used  by 
this  organization  has  a  snow-balling  effect.  The  more 
people  that  are  involved  result  in  more  people  wishing 
to  be  involved. 

Another  problem  facing  the  Miami-metropolitan 
area  at  present  is  how  to  relate  the  various  local 
planning  mechanisms  effectively.  At  present,  there  is 
substantial  planning  relative  to  the  physical  compo- 
nents of  the  community  under  the  auspices  of  the 
Metropolitan  Dade  County  Planning  Department  and 
the  Health  Planning  Council  is  burgeoning  with  re- 
sponsibilities. However,  the  classic,  social-planning 
efforts  of  the  past  are  nearly  non-existent. 

What  is  the  most  appropriate  administTative  auspices 
for  a  local,  health-planning  council? 

This  question  is  continually  debated  but  seldom 
resolved.  Most  of  the  presently  operating,  health- 
planning  councils  are  functioning  as  non-profit  corpo- 
rations with  a  local  citizens  Board  of  Directors  which 
includes  a  m^ority  of  "consumers"  plus  significant 
numbers  of  "providers."  Some  health-planning  coun- 
cils are  a  part  of  a  "Council  for  Government"  struc- 
ture or  a  multi-county,  planning  commission  with 
policy  boards  consisting  predominantly  of  elected 
officials.  There  are,  undoubtedly,  both  effective  and 
ineffective  health-planning  councils  functioning  under 
each  of  the  three  administrative  auspices. 

The  Board  of  the  American  Association  for  Com- 
prehensive Health  Planning  has  passed  a  resolution 
acknowledging  that  health-planning  councils  can 
work  effectively  in  various  administrative  settings, 
but  stressing  the  importance  of  allowing  each  local 
community  the  prerogative  of  self-determination. 
That  is,  allowing  the  community  to  judge  what  they 
believe  will  work  best  versus  the  option  proposed  by 
some  that  health-planning  coundls  must  be  con- 
trolled primarily  by  local,  elected  officials.  The  im- 
portant issue,  here,  seems  to  be  that  each  local  com- 
munity be  allowed  to  tailor  its  local,  plan  rung  process 
in  such  a  way  that  it  can  most  effectively  work  in 
each  respective  community. 

The  National  Commission  on  Community  Health 
Services,  in  their  studies  of  the  early  sixties,  suggested 
that  a  locally  directed,  participatory  planning-process 
would  not  work  effectively  if  the  planning  agency 
was  assigned  an  area  with  mttlti-million  residents  and 
many  counties.  The  Dade  County  experience  re- 
affirms this  conclusion  in  that  this  agency  is  perilous- 
ly extended  by  the  challenging  responsibility  of  per- 
forming health  planning  in  one  county  with  a  popula- 
tion of  1 .3  million.  We  carry  out  our  planning  respon- 
sibilities in  Monroe  County,  which  includes  the 
Florida  Keys,  under  the  direction  of  a  separate  but 


related  Board  of  Directors.  One  of  the  essential  in- 
gredients of  any  health-planning  council's  success  — 
good  communication  -  breaks  down  when  there  are 
too  many  people  and  agencies  with  whom  to  com- 
municate. 

Data  collection  is  a  basic  function  of  a  health- 
planning  council.  77ie  challenge  before  a  local 
planning  council  is  to  obtain  enough  data  to  assure 
reliable  decision-making  but  not  allocate  excessive 
organization  time  in  collecting  "worthless  bits  of  use- 
less information.  "  Some  persons  place  a  high  priority 
on  the  development  of  a  national,  health-data  bank. 
This  planning  council  questions  the  cost-benefit  ratio 
of  this  proposed  national  objective.  Local  planning 
councils  need  health  data  on  a  local  basis  which  is 
both  broad  in  scope  and  up-to-date. 

A  frequent  and,  probably,  fair  criticism  of  most 
health-planning  councils  is  that  they  over-emphasize 
health-services  planning  and  essentially  ignore  en- 
vironmental quality-planning.  The  Health  Planning 
Council  of  South  Florida  recognizes  the  importance 
of  environmental  quality-plaruiing  but  must  acknow- 
ledge that  greater  attention  should  be  given  to  this 
m^or  area  of  concern. 

Most  discussions  either  start  or  conclude  with  a 
focus  on  money.  Adequate  numbers  of  competent 
staff  are  essential  to  the  success  of  any  complex  en- 
deavor. The  achievement  of  this  goal,  obviously,  re- 
quires adequate  funding.  Not  only  must  the  funding 
of  a  health-planning  council  be  sufficient  to  assure 
the  viability  of  the  organization,  but  the  support 
should  come  from  as  broad  a  base  of  contributions  as 
possible.  Since  an  effective  health-planning  council 
must  make  decisions  in  the  context  of  what  is  best 
for  the  people,  most  of  its  funds  should  come  from 
the  people.  Our  Health  Plaiming  Council  receives  74% 
of  its  financial  support  from  a  combination  of  federal 
dollars,  county  dollars,  and  United  Fund  dollars.  A 
major  effort  is  now  underway  to  obtain  state  support. 

Many  people  are  advocating  a  major  increase  in 
the  percentage  share  of  federal  dollars  to  local 
health-planning  councils.  While  our  Council  would 
support  exceptions  for  hardship  reasoi\s,  we  feel  that 
the  present  50%  federal/50%  local  matching-ratio  is 
most  appropriate.  Local  commitment  of  the  com- 
munity leadership  to  the  concept  of  the  planning 
council  is  essential  to  its  recommendations  leading  to 
action.  The  best  indicator  of  sincere  commitment  to 
any  cause  is  financial  support. 

Is  comprehensiTe  health  planning  working? 

The  verdict  is  not  yet  in.  No  one  with  experience 
in  this  complex  task  of  involving  local  citizens  in  a 
serious  decision-making  process,  which  has  as  its  ob- 
jective the  development  of  a  more  responsive  local 
health  system,  would  dars  claim  that  the  200  plus 
health-planning  councils  across  the  country,  involving 
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thousands  of  local  citizens,  are  functioning  as  well  as 
they  should.  Many,  however,  believe  that  it  is  the  best 
approach  available. 

The  Comprehensive  Health  PUmning  Council  of 
South  Florida  is  trying  very  hard  to  prove  that 
democracy  in  action,  as  reflected  in  one  planning 


council's  activities,  can  improve  the  local  health  sys- 
tem and  the  quality  of  living.  Our  Council  will  con- 
tinue to  involve  local  citizens  in  a  "call  it  the  way  we 
see  it"  effort  until  convinced  that  there  is  a  better 
way  to  make  health  services  more  responsive  to  local 
citizens'  needs. 


MoadOy  Bond  UMtl«  of  te  Soalb  PhaliU  HMlth  nuali«  Cooacl.  Ifc.  MoCm  h  itiwUni  OB  tke  diht. 


Copies  of  this  pamphlet  may  be  obtained  for  distribution  to  interested  groups  from  the  HEALTH 
INSURANCE  COUNCIL.   750  Third  Avenue.  New  York.  NY.  10017. 


HMtth  iMurtiKt  CwKil  •  OiviMn  of  HMlth  Inwraaci  Aoociition  of  AiMfka  •  750  Third  AvtMit,  Niw  Yoiti,  N.Y.  10017 
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Comprehensive  Health  Planning  Council  of  South  Florida, 

Miami,  Fla.,  March  25,  1974. 

To :  HPC  board  of  directors  and  professional  advisors. 
From :  W.  C.  McCue. 

After  conferring  with  Dr.  Benes  and  Budd  Cutler,  I  am  enclosing  an  article 
that  appears  in  the  March  18th  Journal  of  the  American  Hospital  Association. 
This  article  discusses  the  local  community-wide  hospital  situation  in  Dade 
County.  Also  I  am  aware  that  representatives  of  the  local  press  have  reviewed 
this  article  and  will  probably  be  communicating  relative  to  it  Therefore,  it  is 
the  judgment  of  the  three  of  us  that  you  should  have  the  total  text  in  your 
hands. 

Recorded  below  is  a  brief  summary  of  the  actions  taken  by  the  Board  of 
Directors  of  the  Health  Planning  Council  during  it's  five  years  of  existence 
relative  to  hospital  expansion  proposals,  thus  allowing  you  to  compare  the 
actions  which  you,  in  fact,  took  in  context  with  the  conclusions  reached  by  the 
writer  of  the  article. 

This  Health  Planning  Council,  during  it's  five  years  of  existence,  has  reviewed 
41  hospital  expansion  proix)sals.  The  Board  recommended  21  proposals  at  a 
net  total  of  2,146  beds.  That  number  added  to  the  6,738  beds  available  in  Dade 
County  as  identified  in  the  Planning  Council's  first  hospital  survey  in  May, 
1969  would  give  the  community  8,884  beds  by  1975. 

The  Council  also  recommended  against  20  proposals  accounting  for  3,881 
beds.  Although  the  Council  tried  for  three  years  to  get  an  effective  state  cer- 
tificate of  need  law  passed,  this  goal  was  not  achieved  until  July,  1973. 

Approximately  12,048  acute  care  beds  will  be  available  in  Dade  County  in 
1975.  This  is  3,164  beds  in  excess  of  the  number  approved  by  the  Health  Plan- 
ning Council.  Despite  our  frantic  warnings  during  the  past  five  years,  the  Health 
Planning  Council  is  now  being  blamed  for  the  hospital  overbuilding  situation 
facing  this  community  by  some  logic  that  is  beyond  my  comprehension. 

/  personally  do  believe  that  tve  have  serious  problems  facing  this  local  health 
system.  I  further  hope  that  we  can  all  ivork  positively  together,  both  providers 
and  consumers,  in  the  solution  of  problems  facing  this  community  versus  nega- 
tively blaming  one  another  for  the  situation.  If  we  don't  tvork  positively  and 
constructively  together,  the  public  will  be  the  loser. 

Attachment. 

[Hospitals,  Journal  of  the  American  Hospital  Association,  Mar.  16,  1974,  vol.  48] 

The  Specter  of  Bankruptcy 

(by  Richard  L.  Johnson) 

capital  financing 

The  possibility  of  resorting  to  long-term  debt  for  financing  all  of  the  capital 
costs  of  a  hospital  building  program  has  appeal  to  both  trustees  and  admin- 
istrators, though  for  different  reasons.  Many  hospital  trustees  are  acquainted 
with  the  use  of  debt  to  finance  expansion,  having  utilized  this  approach  in  their 
own  corporate  activities.  They  realize  that  using  debt,  as  opposed  to  becoming 
deeply  involved  in  a  public  fund  drive,  is  less  disturbing  to  their  own  personal 
time  and  their  relationships  in  the  business  community.  In  addition,  the  monthly 
financial  statements  they  review  regularly  inform  them  that  the  various  third- 
party  payers  recognize  both  depreciation  and  interest  expenses  as  reimbursable. 
Because  well  over  one-half  of  most  hospital  revenues  comes  from  these  sources, 
trustees  appreciate  the  fact  that  debt  can  be  managed  in  hospitals  in  a  manner 
similar  to  the  way  it  is  managed  in  a  commercial  enterprise. 

The  administrator  usually  favors  the  use  of  debt  because  he  realizes  that 
greater  administrative  authoity  accompanies  debt  management  respon.sibilities* 
It  he  has  been  through  prior  fund  drives,  he  is  probably  sensitive  to  the  defer- 
ence paid  by  governing  boards  to  persons  making  very  large  donations.  These 
persons  may  wield  disproportionate  influence  on  governing  boards'  ix)licies  and 
decisions.  He  also  realizes  that  the  size  of  the  capital  project  need  not  be  re- 
stricted by  the  amount  pledged  in  a  drive  but  can  be  more  directly  responsive 
to  the  needs  of  the  institution. 
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Twenty-five  years  ago,  it  was  widely  believed  that  an  ideal  hospital  capital 
project  was  financed  one-third  by  Hill-Burton,  one-third  by  state  and/or  local 
sources,  and  one-third  by  the  hospital.  Over  the  years,  this  formula  has  grad- 
ually shifted  to  the  point  where  many  hospitals  prefer  to  use  long-term  debt  as 
the  method  of  financing  for  as  much  of  the  construction  as  possible. 

The  downside  risks  of  large,  long-term  debts  for  hospitals  are  usually  not 
well  understood.  All  too  often  in  health  field  circles,  one  hears  the  remark  that 
no  hospital  has  even  gone  broke.  The  implication  clearly  is  that  this  cannot 
happen.  There  is  little  recognition  of  the  crucial  importance  of  accurately 
projecting  annual  inpatient  days  of  care.  Traditionally,  each  hospital  has  been 
decision-making  island  unto  itself.  It  decided  when  to  expand  and  how  much  to 
spend,  without  giving  consideration  to  the  extent  to  which  decisions  of  other 
hospitals  might  be  of  significance  to  its  own  plans. 

Decisions  have  been  based  only  on  internal  considerations.  A  high  average 
occupancy  rate  and  a  waiting  list  have  been  regarded  as  sure  signs  of  a  need 
to  increase  bed  capacity.  The  number  to  be  built  usually  has  been  determined 
in  a  highly  subjective  manner  without  relying  on  quantitative  data. 

TABLE  1.— ACUTE  BEDS  IN  DADE  COUNTY 


Year 

Number  of  beds 

In 
operation 

Under 
construction 

Tota 

1972 

7,241 

13,429 
625 

10,670 

1975 

10,670 

11,295 

1980 

11,295 

11,295 

1 2,244  (65.4  percent)  are  approved  by  the  Hospital  planning  council  of  Dade  County. 

TABLE  2.— PROJECTED  OCCUPANCY  RATES 


Year 

Beds  in 
operation 

Average 
daily  census 

Occupancy 
rate  (percent) 

1972 — --. 

1975 - 

1980 - - 

7,241 

10,670 

11,295 

5,166 
6,179 
7,571 

71.3 
57.9 
67.0 

This  method  of  determining  the  scope  of  an  expansion  program  has  seemed 
to  meet  the  needs  of  the  past  three  decades.  With  few  exceptions,  population 
has  been  rapidly  increasing  all  across  the  United  States,  which  has  made  it 
difficult  to  make  a  poor  decision.  Where  overbuilding  has  occurred,  the  con- 
sequences have  not  been  financially  disastrous.  The  continuing  surge  in  popula- 
tion has  acted  as  a  safety  valve  on  poor  expansion  decisions.  When  an  indi- 
vidual hospital  built  too  many  beds  at  any  one  time,  the  solution  was  easy ; 
one  or  two  nursing  units  were  kept  close<l  for  a  year  or  two  until  the  demand 
increased.  It  make  taken  for  granted  that  the  beds  eventually  would  be  needed. 
In  some  instances,  it  was  known  that  a  nearby  hospital  had  just  opened,  addi- 
tional beds.  However,  the  hospital  usually  was  regarded  as  a  friendly  rival, 
and  the  matter  was  not  treated  seriously.  Because  debt  was  not  a  major  source 
of  capital  funds,  there  was  little  reason  to  become  upset.  The  situation  today 
is  radically  changed ;  a  hospital  cannot  pay  off  long-term  debt  with  empty 
beds. 

A  PATTERN  OF  GROWTH 

It  can  be  observed  from  the  population  of  Dale  County,  Fla..  that  growth 
has  been  an  important  factor  in  hospital  construction  and  will  continue  to  be 
of  significance. 

The  '70s  are  expected  to  see  an  additional  half  million  people  living  in  this 
area,  mostly  as  a  resuU  of  migration  from  other  states.  For  the  20  years  from 
1960  to  1980,  the  overall  increase  in  population  will  be  90.1  per  cent.  The 
general   hospitals  have  reacted   to  this  by  periodic  building  programs  to  in- 
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crease  their  bed  capacities.  The  present  situation  for  the  acut  hospitals  is 
seen  in  Table  1,  left. 

The  existing  beds  in  operation  in  Dade  County  are  being  expanded  by  47.4 
per  cent,  so  that  by  late  1974  or  early  1975  all  of  those  now  under  construction 
will  be  operational.  There  are  plans  for  an  additional  625  beds,  which  are  to 
be  in  operation  in  1977  or  1978. 

When  anticipated  occupancy  rates  are  computed  for  the  years  1972,  1975, 
and  1980  by  relating  the  expected  daily  census  for  all  hospitals  to  the  number 
of  beds  in  operation,  the  data  of  Table  2,  left,  result. 

The  average  occupancy  rate  is  a  function  of  three  interrelated  factors :  the 
number  of  beds  in  operation,  the  size  of  the  population  served,  and  the  utiliza- 
tion rate  of  these  beds  by  the  persons  in  the  area.  It  is  essential  that  these 
inputs  be  projected  as  accurately  as  possible.  In  determining  population  growth, 
a  number  of  sources  were  studied,  and  several  persons  in  the  community  who 
use  demographic  data  were  contacted.  All  agreed  that  the  projections  of  the 
Metropolitan  Dade  Coimty  Planning  Department  were  the  most  reliable,  })C- 
cause  they  were  based  on  phone  and  power  customers,  births  and  deaths,  build- 
ing permits,  and  auto  registrations. 

The  number  of  beds  to  be  in  operation  in  1975  and  1980  were  determined 
from  the  results  of  a  study  by  the  local  health  planning  council  of  beds  in 
operation,  under  construction,  and  planned  and  then  were  verified  by  contacting 
each  hospital  for  confirmation.  In  some  cases  this  resulted  in  adjustments  of 
bed  counts. 

The  utilization  of  beds  was  determined  by  developing  past  trend  lines  for 
the  number  of  discharges  per  1,000  population,  the  number  of  patient  days  per 
1.000  population,  and  the  average  length  of  stay;  by  projecting  them  in  a 
straight-line  basis ;  by  comparing  these  trends  to  state  and  national  trends ; 
and.  finally,  by  adjusting  the  trend  lines  on  the  basis  of  judgment.  The  average 
daily  census  thus  obtained  was  then  divided  by  the  number  of  beds  to  obtain 
the  average  occupancy  rate. 

TABLE  3.— COMPARISON  OF  UTILIZATION  FACTORS 


National 


Dade  County 


Factor  average '  1972        Percentage  1975  Percentage 

Acute  beds  per  1,000  population 4.2  5.3  26  7.0  67 

Patient  days  per  1,000  population 1,198  1,380  15  1,561  30 


4.2 

5.3 

1,198 

1,380 

148 

166 

8.0 

8.3 

76.7 

71.3 

Patient  discharges  per  1,000  population...  148  166  12  179  21 

Average  length  of  stay  (days). 
Average  occupancy  (percent). 


26 

7.0 

15 

1,561 

12 

179 

4 

8.0 

57.9 

1  American  Hospital  Association  Guide  to  the  Health  Care  Field,  1972. 

In  1975,  a  financial  pinch  will  be  felt  by  all  hospitals  in  Dade  County.  Those 
that  survive  will  not  necessarily  be  the  large  hospitals  offering  the  most  com- 
prehensive range  of  patient  services.  Some  of  these  hospitals  will  make  it  and 
so  will  some  of  the  .small,  limited-scope  hospitals.  However,  size  and  range  of 
services  will  not  be  the  determinants  of  survival.  Those  that  ride  on  the  storm 
will  be  those  institutions  that  have  not  resorted  to  maximum  limits  on  their 
long-term  indebtedness.  Survival  will  have  little  to  do  with  their  reputation  in 
the  community. 

Long-term  debt  is  the  primary  method  of  financing  the  construction  of  hos- 
pitals in  Dade  County.  Several  ho.spitals  have  borrowed  in  excess  of  $20 
million  apiece,  and  one  has  borrowed  in  excess  of  $60  million.  In  most  of  the 
borrowing  that  has  taken  place,  the  financial  feasibility  studies  that  have  been 
conducted  have  assumed  patient  occupancy  rates  of  80  or  85  per  cent.  There  is 
a  considerable  gap  between  these  rates  and  the  projected  57.9  per  cent  for  the 
overall  rate  for  the  county.  Even  if  a  hospital  has  the  capacity  to  attract  more 
than  its  fair  share  of  the  marketiilace,  it  is  difiicult  to  close  an  overall  occu- 
pancy gap  of  25  per  cpnt.  Even  if  a  hospital  can  accomplish  it,  the  result  of 
doing  so  is  merely  going  to  ensure  the  financial  failure  of  one  or  more  other 
hospitals  in  Dade  County.  The  overall  average  occupancy  level  is  so  low  that 
it  is  likely  to  lead  to  several  of  the  hospitals  becoming  insolvent. 
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DISTURBING    QUESTIONS 

As  these  future  events  are  contemplated,  many  perplexing  and  disturbing 
questions  come  to  mind.  "Why  did  the  financial  houses  agree  to  loans  to  hos- 
pitals that  are  likely  to  have  such  low  occupancies?"  "Why  did  the  hospitals 
ask  for  loans  that  they  may  be  unable  to  repay?"  Unfortunately  for  hospitals, 
most  financial  feasibility  studies  do  not  adequately  address  themselves  to  the 
projection  of  patient  days.  All  too  often  the  administration  of  the  hospital 
is  asked  to  supply  the  numbers  of  annual  patient  days  that  are  anticipated, 
and  these  are  accepted  for  inclusion  in  the  study.  From  the  viewpoint  of  the 
analyst  preparing  the  study,  the  hospital  administrator  knows  more  about  his 
marketplace  and  is  in  the  best  position  to  make  such  judgments.  The  difl5culty 
arises  when  it  turns  out,  as  can  be  demonstrated  in  Dade  County,  that  this  is 
not  the  case.  Hospitals  seem  to  believe  that  investment  houses  have  been  in  the 
lending  business  for  mnny  years,  and,  if  they  are  willing  to  loan  the  amount 
being  considered,  they  must  believe  that  the  hospital  will  be  able  to  repay  it 
in  the  outlined  schedule.  In  Dade  County,  both  are  incorrect  assumptions. 
Neither  the  hospitals  nor  the  investment  houses  took  into  account  what  was 
happening  in  the  overall  service  area  of  the  hospitals.  It  was  not  recognized 
suflSciently  that  a  decision  by  one  or  more  hospitals  to  expand  might  adversely 
affect  the  occupancy  rates  of  several  others.  When  the  planning  council  at- 
tempted to  restrict  expansions,  the  hospitals  thought  it  was  a  fine  idea  so  long 
as  it  did  not  apply  to  their  own  planned  expansions.  Even  though  the  planning 
council  has  publicly  expressed  concern  about  overbuilding  for  the  past  two 
years,  this  has  not  deterred  either  hospitals  or  investment  houses  from  com- 
mitting themselves  to  large  long-term  loans. 

Had  the  kinds  of  relationships  shown  in  Table  3,  above,  been  examined,  it 
seems  unlikely  that  average  occupancy  rates  of  80  to  85  per  cent  would  have 
been  used  as  the  basis  for  projecting  patient  days.  In  order  to  sustain  an  85 
per  cent  occupancy  rate  in  1975,  the  number  of  patient  days  per  1,000  popula- 
tion needs  to  be  2,162  (81  per  cent)  above  the  national  average.  Stated  another 
way  if  D^de  County  wouM  have  to  have  nearly  twice  as  much  illness  requiring 
hospitalization  as  the  average  large  metropolitan  area  of  the  United  States. 
This  is  unlikely  because  Dade  County  has  only  2.53  per  cent  more  persons  in 
the  45-64  age  group  than  the  county  as  a  whole  and  3.75  per  cent  more  persons 
over  65  years  of  age. 

TABLE  4.— ANTICIPATED  IDLE  CAPITAL  INVESTMENT  IN  ACUTE  HOSPITALS  IN  DADE  COUNTY 


Year 

Projected  average 
dally  census 

Acute  beds  in 
operation 

Beds  needed 
(at  80  percent  oc- 
cupancy rate) 

Surplus  beds 

Excess  capital 
investment' 

1972 

1975 

1980 

5,166 

6,179 

7,571 

7.241 
10, 670 
11,295 

6,458 
7,724 
9,464 

783 
2,946 
1,831 

$39, 150, 000 

147,  000,  000 

91,  550, 000 

I  Computed  at  $50,000  per  bed. 


TABLE  5.— CHANGE  IN  HOSPITAL  CONSTRUCTION  COSTS 


Factor 


Late 
1960's 


Cost 


1972 


Change 
(percent) 


Typical  cost  per  square  feet __ $45  $60 

Average  square  feet  per  bed 700  900 

Typical  cost  per  bed 31,500  54,000 

Typical  project  cost  per  100  beds  (millions) $4. 0-$4. 5  $7. 5-$8. 0 


-1-33 
+29 
+71 
+87 


With  the  large  number  of  beds  under  construction  and  an  average  occupancy 
rate  of  57.9  per  cent  for  acu^^e  beds  in  Dade  County,  there  is  going  to  be  idle 
capital  investment  in  the  coming  years.  The  amount  has  been  computed  and 
is  shown  in  Table  4,  above. 
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In  the  event  that  price  controls  are  still  in  force  in  1975  and  1980,  the  diflB- 
culty  will  be  greater,  because  it  is  unlikely  that  hospitals  will  be  permitted  to 
boost  their  charges  to  the  point  of  offsetting  the  low  occupancies. 

By  1975,  there  will  be  unused  hospital  facilities  valued  at  $147  million.  If  it 
is  assumed  that  these  facilities  have  been  built  by  incurring  financial  obliga- 
tions at  8  per  cent  over  25  years,  the  patient  who  enters  a  hospital  in  Dade 
County  in  1975  is  going  to  have  to  pay  an  extra  $7.82  per  day  to  cover  the  idle 
investment.  In  addition,  he  will  be  underwriting  the  repayment  schedules  for 
needed  facilities. 

The  factors  that  have  led  to  the  situation  in  Dade  County  are  at  work  in  all 
communities ;  only  the  degree  varies.  Largely  unrecognized  are  two  factors 
that  have  changed  significantly  in  the  past  few  years.  The  first  factor  has  to 
do  with  the  construction  cost  of  a  hospital,  which  has  risen  much  faster  than 
the  increase  in  building  costs  (Table  5,  above). 

The  project  cost  has  risen  even  more  rapidly  than  the  cost  per  bed  because 
of  interim  financing  charges.  A  few  years  ago,  the  going  interest  rate  was 
five  to  five  and  a  half  per  cent.  For  a  100-bed  project,  the  interim  financing 
cost  was  approximately  $157,000.  In  1972,  it  had  become  $432,000  because  of 
a  higher  interest  rate  and  a  71  per  cent  increase  in  the  typical  cost  per  bed. 
To  this  would  have  to  be  added  architects'  fees,  which  rose  from  about  6  per 
cent  to  7.0  or  7.5  per  cent  of  the  project  cost.  Coupled  with  these  dispropor- 
tionate rises  would  be  equipping  costs.  The  combination  of  all  these  factors 
results  in  a  project  cost  that  has  nearly  doubled,  even  though  the  construc- 
tion cost  per  square  foot  has  only  increased  by  one-third. 

ROLE   OF   CHP 

In  Dade  County,  in  addition  to  unanswered  questions  regarding  the  financial 
aspects  of  hospital  construction,  there  is  some  concern  about  the  role  of  the 
local  comprehensive  health  planning  agency.  Since  the  agency  was  established 
four  years  ago,  it  has  reviewed  many  expansion  projects  and  has  turned  down 
requests  totaling  4,000  beds.  Of  the  3,429  beds  under  construction,  two-thirds 
(2,297)  are  excess  and  were  approved  by  the  planning  council  board  over  the 
objections  of  its  full-time  stuff. 

Those  hospitals  that  received  early  approval  from  the  planning  council  now 
find  themselves  in  a  very  uncomfortable  position.  They  went  ahead  with  con- 
struction, incurred  the  necessary  long-term  debt,  and  now  find  that  the  market- 
place will  soon  be  glutted  with  approved  beds.  The  failure  of  the  compre- 
hensive health  planning  council  to  act  responsibly  may  have  catastrophic 
consequences  for  hospitals  that  made  proper  decisions.  Only  whpn  subsequent 
decisions  to  expand  were  made  by  other  hospitals  and  were  approved  by  the 
planning  agency  was  the  chain  of  events  forged  that  will  lead  to  the  difficulties 
that  lie  ahead.  Trustees  and  administrators  of  the  hospitals  involved  are 
going  to  be  shocked  when  the  flanancial  pinch  arrives.  Some  will  react  with  di's- 
belif^f,  while  others  will  choose  to  think  that  the  hospitals  can  muddle 
thrnueh.  Still  others  will  lash  out  in  public  criticism.  One  of  their  favorite 
targets  will  be  the  comprehensive  health  planning  council. 

As  the  sorm  clouds  gather  over  Miami,  the  health  care  field  should  recognize 
that  this  is  not  an  isolated  case,  but  rather  the  first  of  a  number  of  such 
failures  that  will  occur  throughout  the  United  States.  The  questions  in  other 
locales  are  apt  to  be  the  same: 

1.  Why  were  unrealistic  projects  of  patient  days  used  in  the  financial 
forecasts? 

2.  Why  did  the  comprehensive  health  planning  council  fail  to  meet  its 
responsibilities? 

3.  Why  did  the  investment  firms  underwriting  the  loans  fail  to  require  an 
adequate  analysis  of  patient  day  protections? 

4.  In  what  ways  did  trustees  fail  to  exercise  sound  judgment? 

5.  Where  did  administration  fail? 

These  are  the  hard  questions  to  be  answered,  but  they  will  not  go  away 
if  ignored.  To  face  them  requires  a  degree  of  courage  that  has  not  as  yet 
appeared  on  the  health  scene. 
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ANALYSIS  OF  DADE  COUNTY'S  HOSPITAL  SYSTEM  AND 
THE  CEDARS  OF  LEBANON  1969  PROPOSAL 

Comprehensive  Health  Planning  Council  of  South  Florida,  Miami,  Fla. 

JNTHODOCriON 
A,  Propoezd  Being  Reviewed 

Tlve  Cedaurs  of  Lebanon  Hospital  sufcndtted  an  application  for  Mortgage 
Insurance  for  non-profit  hospitals  under  the  FT^J^v  program,  Public  Law 
90-448,  Titxe  XV  to  the  Florida  Division  of  Ccrmunity  Hospitals  and 
Medical  Facilities  on  May  15,  1969.  On  May  16,  1969,  this  same  appli- 
cation was  submitted  to  the  Metropolitan  Dade  County  Planning  Depart- 
ment for  review  and  ocmnsnt  within  60  days  as  required  under  Section 
204  of  the  Federal  DemDnstration  Cities  and  Metropolitan  Developtent 
Act  of  1966. 

The  Dade  County  Planning  Department  on  May  16  requested  the  Cotprehen- 
sive  Health  Planning  Council  of  South  Florida  to  cissist  them  in  the 
review  of  this  proposal.  Previously  the  two  agencies  had  drafted  a 
contract  vAiich  said  that  they  wauld  cooperate  in  the  review  of  any 
health  facilities  proposals  under  Section  204.  The  Health  Planning 
Council's  Board  of  Directors  were  polled  and  it  was  agreed  that  the 
Coiaicil  should  assist  the  Planning  Department  in  review  of  this  pro- 
posal ani  siobsequent  similar  proposals.  This  willingi'iess  to  cooper- 
ate in  this  matter  was  ccmrnunicated  to  the  Planning  Department  by  the 
Health  Planning  Council's  President  on  May  21. 

The  Cedars  of  Lebanon  proposal  in  siatitiary,  requests  an  FH?.  insured 
loan  for  the  purpose  of  assisting  in  the  capital  expenditure  needed 
to  increase  the  hospital's  bed  carplement  fran  252  to  750,  by  an 
appcirent  addition  of  550  new  beds  while  converting  its  present  252 
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beds  tx)  200  rehabilitation  beds,  addiny  112  ambulatory  care 
quarters  and  169  staff  apartnents,  plus  1,270  parking  spaces. 
The  proposal  estiiTBtes  the  total  cost  of  this  construction  to 
be  $34,851,350,  with  $32,500,000  of  this  ancunt  to  be  borrowed. 

B.  Cedars  of  Lebanon  Hospital  Today 

The  Cedars  of  Lebanon  Hospital  is  a  non-profit  hospital  wKich 
is  located  en  approximately  twel\T;  acres  of  land  at  1321  N.W. 
14th  Street,  Miami,  Florida.  This  location  places  Cedars 
geografiiically  within  a  MedicaO.  Corplex  that  constitutes  the 
heaviest  concentration  of  health  and  hospital  services  \ydthin 
the  oatmunity.  A  more  detailed  ixsting  and  location  of  the 
health  agencies  within  the  Medical  Corplex  is  presented  on 
the  nap  on  the  following  page. 

Cedars  is  a  252  bed  general,  acute  care  hospital  v^iich  draws 
patients  fron  throughout  the  conrnunity.  Cedars'  medical  staff 
is  conprised  of  sane  130  physicians  with  active  status  who 
are  primarily  clinical  specialists.  According  to  the  adminis- 
trative staff  at  Cedars,  the  hospital  sees  itself  primarily 
serving  private,  non- indigent  patients.  The  hospital  pro- 
vides, almost  entirely,  private  acconmodations  and  its 
current  plans  call  for  all  patient  rocms  to  be  private  roctns 
with  baths. 

The  scope  of  services  at  Cedars  is  directed  primarily  to  the 
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acute  level  of  care  with  no  pediatrics,  limited  obstetrics, 
limited  medical  emergency,  with  little  emphasis  on  handling 
travima  cases.  Cedars  has  no  substantial  outpatient  clinical 
diagnostic  service;  and  there  are  no  interns,  residents,  or 
medical  students  at  Cedars. 

During  1968,  Cedars  operated  its  252  beds  at  97%  occupancy 
and  the  hospital  maintained  an  eight  day  average  length  of 
stay.  With  this  level  of  occupancy,  the  hospital  is  under 
considerable  pressure  to  build  additional  acute  care  beds 
that  would  provide  additional  private  accotniodations  for 
its  medical  staff. 

In  addition  to  the  role  v^ch  the  hospital  sees  itself  play- 
ing as  the  major  hospital  serving  primarily  private  patients 
in  the  conmunity.  Cedars  is  also  seeking  a  teaching  affilia- 
tion with  the  University  of  Miami  School  of  Medicine.  Cedars 
was  accepted  into  membership  by  the  Council  of  Teaching  Hos- 
pitals in  October,  1968,  but  has  not  yet  received  affiliation 
with  the  Medical  School. 

C.  Cedars  of  Lebanon  1966  Proposal 

The  Cedars'  Future  Development  Project  and  Master  Site  Plans 
of  September,  1966,  proposed  that  the  hospital  go  from  252 
beds  to  569,  add  99  ambulatory  care  apa^-tateiits,  85  sLari 
apartments  and  a  parking  garage  to  acccrmodate  l,65f^  ar.tcmobiles. 

[3] 


489 


490 


On  September  18,  1967  the  Dade  County  Comiissioners  agreed  to 
sell  Cedars  six  acres  of  land  adjoining  the  Cedars  property  and 
adopted  a  resolution  v^iich  in  essence  stated: 

County  Ccrrdssion^r'^.  P'-^^olution  No.  R-1138-67,  September  18,  1967 

A.  Agreed  to  sell  six  acres  of  the  8.7  acres  adjacent  to  Cedars 
for  $300,000. 

B.  Decision  was  made  to  sell  to  Cedars  because  it  was  too  far  re- 
moved fron  Jackson  itself  to  figure  materially  into  its  primary 
future  expansion  area. 

C.  Conditions  of  1967  sale  vMch  are  pertinent  to  the  present  pro- 
posal: 

1.  "Cedars  of  Lebanon  Hospital  Corporation  shall  ccmtence 

construction  of  new  hospital  facilities  on  the  above 
described  6.0  acres  within  two  (2)  years  of  the  date 
of  closing;"  [September  29,  1967] 

2.  The  new  construction  by  Cedars  had  to  be  substantially 
in  accordance  with  the  Future  DeveloFfnent  Project  and 
Master  Site  Plan,  September,  1966,  v*iich  was  presented  to 
the  ccrnmissioners  as  a  basis  for  justifying  the  need 

for  the  six  acres  from  the  county; 

3.  "Substantial  deviation  fron  said  plan  is  to  be  approved 

prior  to  construction  by  this  Board  of  County  Ccmmis- 
sioners;"  and 

4.  "Cedars  of  Lebanon  Hospital  Corporation  must  provide, 

at  no  expense  to  Dade  County,  annually  for  a  period  of 
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five  (5)  years,  at  least  1,825  patient  days  of 
hospital  care  for  medicciily  iiidigent  persons  i\^o 
would  c'dierwi.se  be  treated  at  county  expense,  said 
five  year  period  corttencing  upon  the  date  v^en 
300  new  patient  beds  are  brought  into  operation 
by  Cedars  of  Lebanon." 

D.  Sijmary 

It  is  significant  to  understand  Cedars'  plans  in  1967  fran  its 
Future  Developiient  Project  and  Master  Site  Plan  as  conpared 
with  the  current  1969  plans  contained  in  the  application  being 
reviewed.  Exhibit  A  on  the  following  page  presents  a  sunmary 
coiparison  of  Cedars  Today,  its  1966  Plan  and  its  1969  Plan. 

Cedars  has  aluost  doubled  its  bed  capacity  in  the  last  five 
years.  Within  the  next  five  years,  it  plans  to  triple  its 
bed  capacity.  Exhibit  B  is  a  graph  which  presents  a  picture 
of  the  Bed  Expansion  of  Cedars  to  the  present  as  ccnpared  with 
its  proposed  future  expansion  plans. 

E.  Definitions 

1.  As  identified  in  the  irap  previously  presented,  this  ccxrmunity 
has  a  heavy  concentration  of  hospital  facilities  and  other 
health  agencies  within  one  small,  geographical  area.  This  total 
area  is  referred  to  as  the  Medical  Conplex  throughout  the  remainder  of 
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this  report.  Within  the  Medical  Catiplex,  a  large  cxjre  is 
represented  by  the  University  of  Miami  School  of  Medicine  - 
Jackson  Monmrial  Hospital  Medical  Center  and  the  Medical 
School  affiliated  Veterans  Administration  Hospital.  Thj.s 
is  referred  to  as  the  Medical  Center  in  this  report. 
2.  The  term  general,  acute  care  is  used  to  describe  that  level 
of  hospital  care  or  types  of  hospital  beds  that  excludes 
federal  beds  and  psychiatric  beds. 
II.   STODY  METHOD 

A.  Focus 

The  Health  Planning  Council's  Study  Ccmnittee  endeavored  to  assure 
that  the  best  interests  of  the  total  ccninanity  were  served  as  they 
developed  this  report  for  sufcmission  to  the  Health  Planning  Council's 
Board  of  Directors  for  action. 

The  Cedars'  proposal  was  viewed  in  context  with  the  remainder  of 
the  local  hospital  system.  The  primary  focuses  of  the  study  vfere 
(a)  Cedars  of  Lebanon's  plans  in  relationship  to  the  other  health 
care  facilities  within  the  Medical  Corplex  and  (b)  Cedars  plans 
in  context  with  the  other  30  hospitals  in  Dade  County. 

B.  Sequence  of  Events 

1.  An  eight  member  ccmnittee  of  the  Hea].th  Planning  Council's 
Board  of  Directors  was  approved  by  the  Council's  President. 
(Bernardo  Benos,  PH.D.,  Cuoan  banKer;  Charles  L.  elements,  Jr., 
President  of  the  Health  Planning  Council's  Eoard  and  local 
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banker;  Reverend  Thedford  Johnson,  Negro  minister;  Don 
Shoemaker,  Editor  of  the  Miami  Herald;  Qiauncey  M.  Stone, 
Jr.,  M.D. ,  private  practicing  physician;  William  Stinger, 
M.D. ,  Dade  Coxjnty  health  officer;  Reginald  R.  Walters, 
Director  of  Dadt?  County  PI  alining  Department;  and  W.  Dean 
Warren,  M.D.,  Vice  President  for  Medical  Affairs,  Univer- 
sity of  Miami. 

2.  The  Study  Carndttee  met  on  May  26  and  reviewed  the  stvdy 
prc^xDsal  and  the  Cedars'  Proposal. 

3.  Relevant  facts  v^re  collected. 

(The  31  local  hospitals  exhibited  excellent  cooperation 
in  providing  descriptive  data  on  short  notice.  A  Patient- 
Origin  Study  was  reviewed  and  the  Dade  County  Planning 
Department  provided  necessary  demographic  data.) 

4.  Relevant  reports  were  reviewed. 

(Cedars'  proposals  of  1966  and  1969  were  available  for 
st\jdy,  the  Master  Plan  -  Jackson  Hospital  and  Univer- 
sity of  Miami  Medical  Center  -  March,  1968  was  reviewed 
and  a  recent  study  of  the  Medical  School  -  Jackson 
organizational  and  financial  relationships  was  studied.) 

5.  Recently  collected  facts  describing  the  Dade  County  hos- 
pital system, demographic  data  and  the  Cedars'  proposal 
were  shared  with  the  Health  Planning  Council's  Boai.d  of 
Directors,  local  hospital  administrators  and  others  on 
June  20. 

[7] 


496 


6.  Mr.  Joseph  Peters,  Associate  Director  of  the  Health  and 
Hospital  Planning  Council  of  Southern  New  York,  consulted 
with  staff  and  the  Study  Canmittee  on  June  30,  July  1  and  2. 
Site  visits  v^re  made  by  consultant  and  staff  to  Cedars  of 
Lebanon  Hospital,  James  M.  Jackson  Menorial  Hospital,  Univer- 
sity of  Miami  School  of  Medicine,  Veterans  Administration 
Hospital,  and  the  County  Manager. 

7.  A  first  draft  of  the  final  report  was  developed  by  the  Study 
Ccrmittee,  consultant  and  staff  on  July  3. 

8.  The  Study  Ccsmittee  reviewed  and  edited  report  oti  July  7. 

9.  The  report  was  hand  cairried  by  staff  to  the  Health  Planning 
Council's  Board  of  Directors  on  July  8  and  9. 

10.  The  report  presented  to  the  Health  Planning  Council's  Board 

of  Directors  by  the  Study  Ccmnittee  for  Board  action  on  Jiily  10. 

III.   FINDINGS  AND  CONCLUSIONS 

Based  upon  the  data  and  information  gathered  during  this  analysis,  the 
following  findings  and  conclusions  by  the  Health  Planning  Council  are 
presented.  It  is  readily  admitted  that  additional  time  is  required  in 
order  to  look  further  into  certain  aspects  of  the  local  health  and  hos- 
pital system.  There  are  sate  apparent  findings  and  conclusions,  hcwever, 
that  are  clear  at  this  time. 
A.  General 

1.  Overall  Description  of  Dale  County  Ho3pi:?.l  System 

According  to  the  hospital  administrators  in  the  31  Dade  County 
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hospitals,  there  are  a  total  of  6,738  total  hospital  beds 
serving  this  ccnnunity  including  federal  and  psychiatric. 
Sixty-seven  ^lercent  of  the-e  beds  arp  in  non-profit 
hospitals,  30%  in  governmental  hospitals,  and  3%  in 
proprietary  hospitals.  Seventy-eight  percent  (5,315)  of 
all  beds  are  medical-sxirgical  beds. 

Of  the  6,738  total  bed  count,  there  are  5,384  beds  that 
are  non- federal,  non-psychiatric.  The  total  psychiatric 
beds  reported  by  all  hospitals  was  576.  There  are  778 
beds  in  the  two  federal  hospitals  serving  Dade  County  and 
surrounding  counties.  The  largest  of  the  two  is  the  Veterans 
Administration  Hospital  vd.th  688  total  beds  in  operation 
but  with  a  built  capacity  of  over  1,000  beds. 

Fifteen  (49%)  of  the  hospitals  in  Dade  County  are  under 
150  beds  with  13  of  them  being  less  than  100  beds.  These 
hospitals  account  for  13%  of  the  total  6,738  beds  serving 
the  camiunity.  This  major  metropolitan  area  has  only  five 
hospitals  with  over  300  beds;  and  one  of  these  is  the  688 
bed  Veterans  Administration  Hospital  and  another  is  the 
1,250  bed  County  -  Medical  School  Hospital.  The  Health 
Planning  Council  finds  that  tlils  commmity  nei^wj  L.^  begin 
planning  ways  to  stabilize  the  total  number  of  hospitals 
and  develop  larger,  more  productive  hospitals  to  serve  as 
health  care  centers  throughout  the.   caiinUiiiLy.  Gi-OoS  Iiidi- 
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cators  of  Present  and  Proposed  Hospital  Programs  presents  a 
more  detailed  account  of  the  bed  picture  in  Dade  County  for 
the  reader. 

2.  Almost  40%  of  all  hospital  beds  in  this  carnrunity  are  located 
in  unacceptable  or  s\±)standard  facilities. 

Acoording  to  local  hospital  administrators  1,987  general,  . 
acute  care  beds  out  of  a  total  of  5,384  serving  the  cannnunity 
are  in  need  of  replacement  or  modernization.  The  1969  Florida 
Hill-Burton  State  Plan  showed  that  1,968  of  Dade  County's  general 
acute  care  beds  were  non-conforming  to  Hill-Burton  acceptable 
standards.   (See  Gross  Indicators  of  Present  and  Proposed  Hos- 
pital Program,  Chart  #8  for  more  details.) 

Because  of  the  large  portion  of  beds  serving  this  catmunity 
in  substandard  facilities,  the  highest  priority  for  bed  con- 
stnjction  in  Dade  County  needs  to  be  given  to  correcting  this 
problem.  The  Comprehensive  Health  Planning  Council  sees  this 
as  the  most  critical  problem  facing  the  greater  Miami  area 
hospital  system. 

3.  Scope  of  health  care  services  available  to  consumers  throu(^ 
hospitals  is  limited. 

The  majority  of  the  31  hospitals  serving  Dade  County's  1.25 
million  population,  excluding  tourists,  orfers  the  canmunity 
they  serve  a  rather  limited  scope  of  jarvics:;.  Eleven  cut 
of  26  hospitals  under  300  beds  offer  any  type  of  ambulatory 
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care  services  and  most  of  the  services  they  do  offer  are 
not  provided  on  a  continuous,  systertvatic  basis.  The  five 
hospitals  over  300  beds  have  developed  ambiiLatory  care 
services  and  are  making  major  efforts  to  further  develop 
these  services  into  coxiprehensive  ambulatory  care  programs 
v^ch  reach  out  into  the  camiunity  served  by  the  hospitals. 
Twenty-two  out  of  the  31  hospitals  provide  atiergency  roan 
services.  Jackson  Merrorial  Hospital  provides  about  1/3  of 
the  county's  total  energency  services.  It  appears  that 
some  areas  of  the  ccmnunity  may  be  in  need  of  more  accessible 
emergency  services. 

There  is  jnly  one  hospital  in  the  entire  canrtiunity  with  beds 
vMch  can  be  identified  as  hospital  based  "extended  care" 
beds.  Other  areas  of  the  country  have  found  that  general, 
acute  care  beds  will  not  be  utilized  at  an  optimum  level 
until  adequate  hospital  based  extended  care  beds  and  other 
alternative  services  are  developed,  particularly  as  physi- 
cians move  their  offices  closer  to  -die  hospital  witii  their 
practices. 

Only  five  hospitals,  of  the  26  tiiat  are  less  tiian  jOu  beds 
in  size,  offer  any  t^-pe  of  social  services  to  thci-  patients 
and  nedical  staff.  This  ';^rould  indicate  that  there  are 
possibly  patients  remauiing  longer  in  tnese  nospitaj-s,  ana 
may  be  one  of  the  factors  aushi..g  tlie  average  1:^.^.1.   ..f 
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stay  for  Medical-Surgical  patients  to  12.8  days  in  1968. 

Chart  #5  in  Gross  Indicators  of  Present  and  Proposed  Hospital 
Programs  gives  a  sunttiary  of  the  local  hospitals  that  provide 
the  specialty  services  v^iich  need  to  be  accessible  to  the 
total  ocmnunity  as  a  part  of  a  ccrprehensive  health  care  pro- 
gram. The  Health  Planning  Council  finds  that  the  greater 
Miami  area  is  beginning  to  move  toward  achieving  this  goal, 
as  is  evidenced  by  the  efforts  v*iich  are  underway  by  severed 
hospitals  to  broaden  their  scope  of  services.  The  seccnd 
highest  priority  for  this  conmunity's  hospital  system  is  to 
develop  the  appropriate  mix  of  ambulatory  services/  hospital 
based  extended  care  services,  social  services,  and  the  other 
specialty  services  shewn  in  Chart  #5,  required  to  meet  the 
increasing  needs  of  the  Dade  County  residents  that  the  hos- 
pitals serve.  Until  this  occurs  it  will  be  difficult  to  ex- 
pect to  achieve  this  goal  of  getting  people  out  of  the  acute 
care  bed  and  into  a  less  expensive  and  more  appropriate  site 
for  health  care. 
4.  Existing  hospitals  and  proposed  r-?/>'  h-^pitcl.'  -..  JJ  ^tlmost 
double  the  number  of  general,  acute  c^ure  beds  in  Dade  County. 
Seventeen  out:  or  tha   31  existing  Uaae  County  nospitals  are 
currently  proposing  to  build  2,713  additior.:!  c;ci.ci:JL,  acute 
care  beds.  In  addition  three  hospital'^,  hav^^  '^'i'^  -^t ready 
urxier  construction.  There  are  at  least  10  new  tiospitals  pro- 
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posed  for  Dade  County  which  would  add  another  1,986  . 
general,  acute  care  beds.  The  beds  proposed  and  under 
construction  would  add  another  5,244  beds  to  the  5,384 
general,  acute  care  be^ds  iri  the  coimunity.  This  would 
mean  that  the  ccnmunity  would  have  a  total  of  approxi- 
mately 10,628  general,  acute  care  beds  within  the  next 
five  years. 

A  certain  portion  of  Dade.  County  residents  are  served 
by  the  Veterans  Mministration  Hospital.  Since  there 
are  a  large  number  of  veterans  in  Dade  County,  who 
probably  would  not  travel  to  other  areas  for  hospital 
services  if  the  Veterans  Mministration  Hospital  were 
not  here,  we  must  recognize  that  a  portion  of  its  688 
beds  are  serving  this  ccmnunity,  Exrliiding  the  psychia- 
tric beds,  the  Veterans  Administration  Hospital  has  544 
general,  acute  care  beds.  If  we  discount  this  figure  by 
50%  due  to  a  length  of  stay  that  is  twice  as  high  as  the 
average  in  this  camunity,  and  if  we  assume  that  50%  of 
the  remaining  beds  are  serving  Dade  County  residents,  the 
net  addition  of  the  Veterans  Administration  HospitaJ  to 
the  general,  acute  care  beds  in  the  cortnunity  is  estimated 
to  be  131  beds. 

Adding  the  131  Veteran*^;  Administration  Hospital's  beds  to 
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to  the  existing  5,384  general,  acute  care  beds  gives  the 
cormiunity  a  net  bed  capacity  of  5,515  which  added  to  the 
proposed  bed  additions  of  5,244  wDuld  give  the  cotmunity  a 
total  of  10,759  general,  acute  care  beds.  Regardless  of 
hcM  one  attenpts  to  ccnpute  the  bed  need  for  Dade  County 
for  the  next  5  to  10  yeairs  it  is  absolutely  clear  that  the 
additional  beds  that  are  being  proposed,  over  and  above 
the  proposed  rnodemization  or  replacement,  is  unrealistic. 
It  is  the  finding  of  the  Plealth  Planning  Council  that  this 
trend  to  build  more  new  hospital  beds  in  Dade  County,  rather 
than  focusing  upon  the  developient  of  canprehensive  health 
care  service  programs,  needs  to  be  questioned  before  addi- 
tional beds, other  than  modernization  and  replacement,  are 
^proved  for  construction.  To  do  so  would  ignore  the  trend 
away  frcm  enphasizing  the  acute  care  bed  to  giving  more 
attention  to  other  t^^pes  of  care.  The  Health  Planning  Council 
was  created  by  the  local  health  and  hospital  system  in  recog- 
nition of  these  trends. 

The  Health  Planning  Council  also  finds  that  at  this  time, 
and  for  the  fcrseeable  future,  the  conrumity  has  a  sufficient 
base  of  hospitals  fron  wnich  the  needs  oi  u.o  cuiiiiiunity  for 
health  care  servxcas  ca.\  be  dovelcy.:^  rTr.,^^p<rr^v-p  ^g  third 
priority  will  be  qiv^n  i-oencoi.iraCTe  the  highest  quality  health 
care  faciliti-es  to  expand  ana/or  lexijcaLo.  i«^w  iiwspj.tals  will 
be  discouragea  frcm  Luildxng  for  *,1  -  ;_^,j.-^4.p  future.  This 
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CJCnrnunity  should  strive  to  reduce  its  total  number  of 
hospitals.  Larger,  more  productive  hospitals  are 
needed,  with  a  minimum  of  200  beds  initially,  but  guided 
by  a  preference  for  a  400-500  bed  minimum  in  the  future. 
5.  The  connunity  ultimately  pays  the  cost  of  constructing 
and  operating  hospital  facilities. 

The  1969  operating  costs  for  all  hospitals  in  this  ccnv- 
munity  has  been  estimated  at  between  $155  million  and 
$175  million  according  to  the  hospitals.  As  labor  costs 
rise;  hospital  costs  rise  and  more  money  must  be  paid 
by  all.  When  construction  is  undertaken,  and  money  is 
borrowed,  a  cotnunity  can  expect  hospital  costs  to  rise 
to  neet  the  necessary  costs.  This  coitmunity ' s  hospitals 
are  proposing  to  build  5,244  additional  general,  acute 
care  beds  at  a  cost  of  estimated  between  $35,000  and 
$50,000  per  bed  depending  upon  the  supporting  facilities 
required.  At  these  costs  this  community  is  asked  to  pro- 
vide between  $183.5  and  $262.2  million  for  the  additional 
beds  being  proposed.   If  you  add  to  these  figures  the 
cost  of  nodemizing  1.149  beds  at  an  estimated  $30,000 
per  bed,  an  additional  $34.5  million  should  be  added  for 
a  total  of  $218  to  $296.7  million  to  meet  the  proposed 
hospital  construction.  The  amortization  of  this  debt 
wDxiLd  have  to  be  obtained  frccn  operating  incuie  sJioe 
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nost  of  the  hospitals  are  anticipating  borrowing  the  money 
required  to  construct.  This  would  have  an  inflationary  iitpact 
upon  the  cost  of  medical  care  in  this  ccmnunity. 

For  exaitple,  if  a  new  hospital  borrowed  $35  million  to  build 
1,000  beds,  and  upon  corpletion  reached  80%  occupancy,  the 
first  $12  of  charges  for  every  patient  every  day  for  30  years 
would  have  to  go  tcward  amortizing  the  loan.  These  figures 
give  the  ccrnnunity  sane  idea  of  how  it  must  pay  for  hospital 
construction,  whether  it  is  needed  or  vAiether  it  is  not  needed. 
This  money  cones  through  taxes,  third  party  insurance  payments, 
private  donations,  private  payers,  and  other  governmental  pay- 
ments, all  of  vAiich  ccne  from  the  ccmnunity. 

The  Health  Planning  Council  finds  that  it  should  discourage 
lannecessary,  costly  hospital  construction.  The  local  heeilth 
and  hospital  system  is  working  throu^  the  Health  Planning 
Council  to  develop  feasible  alternatives  to  acute  hospital  care. 
Hospital  beds  should  be  built  only  v^en  the  ccntnunity  is  reasonably 
svire  that  the  beds  will  best  meet  the  health  needs  of  its  citizens. 
6.  The  Ccmnunity  should  insist  upon  proper  utilization  of  its, 
hospital  facilities. 

The  Health  Planning  Council  has  not  had  enou^  time  to  vrork 
with  the  physicians  and  hospitals  to  begin  to  evaluate  how 
appropriately  the  general,  acute  care  beds  in  the  ccmnunity  are 
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being  utilized.  Several  metropolitan  areas  have  conducted 
bed  utilization  studies  v*iere  physicians  periodically  eval- 
uate patients  occupying  hospital  beds  to  determine  vrtiether 
their  medical  needs  required  hospitalization.  Most  of 
these  studies  have  indicated  that  20  -  40%  of  the  patients 
evaluated  for  any  given  period  of  time  could  be  as  appro- 
priately cared  for  through  other  than  acute  hospital  care. 
The  Bed  Utilization  Surtinary  shown  below  indicates  (by 
applying  a  range  of  percentages,  which  have  been  found 
to  be  reliable  for  other  corttnunities , )  the  number  of 
this  coiminity's  patients  who  might  be  as  appropriately 
served  out  of  acute  care  beds. 

BED  UTILIZATION  SUMMARY* 


Percent  of  hospital  patients 
better  served  in  less  than 
acute  care  setting 


Number  of  beds  made  available 
if  appropriately  utilized** 


Medical-Surgical 


All  Beds 


10% 
20% 
30% 
40% 


532 
1,064 
1,596 
2,128 


674 
1,384 
2,058 
2,732 


*  This  chart  was  prepared  usirig  the  range  of  percentages  which  have 
been  determined  by  using  the  bed  utilization  studies  performed  by 
physicians  throughout  the  country. 

**  Percentages  are  based  upon  5,315  total  Medical-Surgical  beds  and 
6,738  total  acute  care  teds  in  Dade  County. 
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The  Health  Planning  Council  cannot  report  definitively 
viiether  any  of  these  figures  describes  the  local  hospital 
bed  utilization  pattern.  The  ccmnunity  jointly  with  its 
health  and  hospital  system  shoiiLd  begin  to  lode  into  its 
hospital  utilization  pattern. 

The  hospital  system  should  not  build  additional  hospital 
beds  in  the  face  of  changes  v^ch  may  alter  the  pattern  of 
utilizing  acute  care  hospital  beds  and  necessitate  fewer 
beds  in  the  next  five  years. 

For  instance,  it  has  been  reported  in  a  New  England  Journal 
of  Medicine  article  that,  after  two  years  of  operatiai  in 
one  urban  ccmnunity,  a  neighborhood  health  center  reduced- 
inpatient  hospitalization  by  80%.  The  Health  Planning  Council 
is  basically  supportive  of  the  attenpt  to  e:<plore  the  nei^±or- 
hood  health  center  concept  as  one  possible,  vrorkable  alternative 
to  acute  hospital  care. 
7.  Dade  County's  Bed  Needs  —  1970  -  1975 

Since  there  are  no  precise  ways  of  measuring  true  health  needs 
and  translating  them  to  a  ccmnunity 's  need  for  general,  acute 
care  hospital  beds,  the  Health  Planning  Council  has  not  been 
able  to  determine  a  precise  and  exact  figure  for  its  present 
and  projected  bed  need.  The  1969  Florida  Hill-Burton  State 
Plan  called  for  a  bed  need  of  2,879  additional  general,  acute 
care  beds  in  Dade  County  by  1974.  In  1968  tlie  uospitals  had 
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an  cxxnapancy  rate  of  78%.  Their  Medical-Surgical  beds 
had  82%  occupancy  with  a  12.8  average  length  of  stay. 
This  indicates  that  the  nurttoer  of  beds  in  the  comunity 
are  not  being  fully  utilized.  On  this  basis  there  appears 
to  be  reason  to  question  the  Hill-Burton  bed  need  figure 
of  2,879. 

Mr.  Joseph  P.  Peters,  Associate  Director,  Hospital  Review 
and  Planning  Council  of  Southern  New  York,  worked  with 
the  Health  Planning  Council  staff  for  three  days  and  his 
ooncliision,  based  upon  the  statistical  ccnputation  of  his 
biostatistics  department,  was  that  the  number  of  general, 
acute  care  beds  that  could  be  substantiated  by  .1975  is 
between  1,000  to  1,300.  This  assumes  that  population 
projections  are  accurate,  and  if  the  utilization  of  beds 
remains  unchanged. 

The  1969  Florida  Hill-Burton  State  Plan  used  1967  data 
and  a  projected  use  rate  of  1.346  in  arriving  at  the  bed 
need  figure  of  2,879  beds.  The  Health  Planning  Council  by 
using  the  Hill-Burton  formula,  with  current  data  and  a 
revised  use  rate,  it  appears  as  though  Dade  Coionty  will 
require  some  general,  acute  care  beds  in  addition  to  the 
existing  total  number  of  5,929  existing  and  under  construc- 
tion.  It  appears  that  a  more  reasonable  figure  for  net 
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additional  beds  during  the  next  five  years  is  between  800-120C. 

Prior  to  recanmending  the  construction  of  additional  general, 
acute  care  beds,  the  following  points  should  be  considered: 

a)  A  higher  priority  than  additional  new  beds  is  to  iiriprove 
all  substandard  facilities; 

b)  Before  moving  rapidly  into  expensive  capital  construction 
programs,  a  more  in-depth  study  needs  to  be  undertaken  by 
the  hospitals  and  the  Health  Planning  Coimcil  to  determine 
vdiere  the  greatest  need  for  services  exists  and  to  identify 
the  types  of  services  needed. 

c)  The  data  provided  in  the  Gross  Indicators  of  Present  and 
Proposed  Hospital  Programs  indicate  that  there  is  not  a 
critical  hospital  bed  shortage  in  the  oonnunity.  It 
would  be  a  mistake  for  this  ocnrnunity  to  think  that 
people  are  not  getting  health  care  becatise  of  a  supposed 
shortage  of  beds. 

d)  A  closer  look  needs  to  be  taken  at  the  present  distribution 
of  beds  throughout  the  ccmnunity.  The  local  hospital  system 
already  has  one-third  of  the  hospital  beds  in  oie  Medical 
Carplex  and  a  large  number  of  small  hospitals  serve  most 

of  the  reitainder  of  the  coirtnunity. 

e)  The  assunption'that  a  tight  bed  situation  is  harmful  to 

a  ccninunity  is  misleading.  Even  if  there  were  a  reasonably 
tight  bed  situation,  it  could  be  usefiiL  to  a  ccmunity  for 
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the  following  reasons: 

1.  The  cSemand  for  beds  would  require  the  system  to 
keep  those  patients  v^o  do  not  need  acute  hos- 
pitalization out  of  the  acute  hospital. 

2.  A  greater  demand  and  market  for  alternative 
delivery  methods  can  be  created  which  can  wove 
the  system  away  fron  focusing  solely  on  acute 
inpatient  care.  , 

3.  Needless  capital  costs  can  be  diverted  to  other 
parts  of  the  system  and  affect  more  services  for 
the  same  or  less  outlay  of  funds. 

4.  Net  return  on  dollars  invested  will  be  greater 
for  the  hospitals  with  beds  filled.  This  re- 
duces the  standby  costs  v*dch  are  figured  at 
50%,  or  nnre,  of  the  cost  of  a  filled  bed,  with 
no  corresponding  inocme  to  offset  the  cost. 

f)  Due  to  the  tight  money  market,  rising  interest  rates, 
and  the  increasing  costs  of  construction,  capital 
costs  are  skyrocketing.  This  is  one  of  the  most  per- 
suasive reasons  for  maintaining  a  conservative  attitude 
toward  hospital  capital  construction. 

g)  Individual  proposals  of  hospitals  to  build  additional 
facilities  needs  to  be  based  upon  sound  health  programs 
and  (±>jectives  aimed  at  serving  people  first. 
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h)  Basic  steps  need  to  be  taken  to  look  at  the  local  hecilth 
system  fran  a  standpoint  of  oost-benef it  analysis  in  order 
to  begin  to  see  v*iere  the  areas  of  greatest  payoff  are  for 
the  health  systan. 
It  is  a  finding  of  the  Health  Planning  Council  that  the  greater  Miami 
area  has  an  adequate  number  of  general  acute  care  beds  to  serve 
Dade  County's  needs  for  todays  population,  particularly  if  they  are 
properly  utilized.  The  cgmiunity  should  be  aaicentrating  cx\'  inproving 
s\±>standard  facilities  and  encouraging  any  necessary  redistribution 
of  beds  throughout  the  carmunity.  The  cannunity  vdll  need  a  relatively 
small  number  of  additional  beds  to  keep  pace  with  the  projected  15% 
population  increase  by  1975. 
8.  About  1/3  of  cLLl  existing  hospital  beds  are  located  in  the  Medical 
Cotplex. 

A  total  of  2,225  beds  including  the  Veterans  Administration  Hospital 
and  psychiatric  beds,  out  of  6,738  total  hospital  beds  in  Dade  County, 
are  located  within  the  Nfedical  Ccnplex.  In  looking  at  the  distribution 
of  beds  throughout  the  caTtnunity,  a  disproportionate  nimtoer  are  lo- 
cated in  the  Nfedical  Ccrplex.  There  should  be  no  net  addition  in  the 
total  nuntjer  of  beds  within  the  Msdical  Cotplex,  but  rather  a  redis- 
tribution of  beds  needs  to  take  place. 

Because  of  the  nature  of  the  role  of  the  Medical  School  and  its  pri- 
mary teaching  center,  Jackson  Memorial  Hospital,  within  the  local 
hospital  system,  a  proper  degree  of  attention  should  be  given  to 
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understanding  its  plans  and  thinking  in  reference  to  the 
future  health  needs  of  Dade  County  residents.  The  Univer- 
sity administraticn  and  the  Medical  School  administration 
are  dedicated  to  Jackson  continuing  to  serve  as  its  pri- 
mary university  teaching  center.  The  County  government 
has  also  indicated  its  support  of  this  goal  and  is  attenpt- 
ing  to  develop  an  appropriate  program  for  inproving  the 
management  program  and  physical  facilities  at  Jackson. 
This  will  not  take  place  without  the  canraunity '  s  cotnmit- 
ment  and  support. 

The  Medical  School  and  Jackson  Memorial  Hospital  are  moving 
in  the  proper  direction.  If  this  conimmity  is  to  continue 
to  have  the  medical  excellence  it  expects, the  stimulation 
provided  to  the  local  health  system  by  the  Medical  School 
is  inpDrtant.  The  camiunity  should  be  prepared  to  support 
the  improvenent  of  its  county  hospital  which  is  a  key  to 
the  future  developrvent  of  the  Medical  School. 

The  Health  Planning  Council  expresses  a  feeling  of  urgen- 
cy for  the  Dade  County  government  and  the  University  to 
develop  a  suitable  time  table  for  achieving  the  functional 
and  physical,  as  well  as  the  organizational,  integration 
v^ich  has  been  recatmended  in  two  consulting  studies  now 
oatpleted  and  awaitnng  inplementation. 
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Cedars  should  have  a  greater  vpice  and  role  in  the  develpFitEnt 
of  the  overall  plans  by  the  Medical  Center.  The  Itelical  Center 
should  have  a  greater  voice  and  role  in  the  developnent  of  Ctedars' 
overall  plans.  Joint  planning  is  the  only  way  to  achieve  a 
coordinated  Medical  Center. 

9.  Health  Manpower  is  a  critical  hospital  resource  that  is  in 
short  supply. 

One  of  the  critical  resource  requirements  for  all  hospitals  is 
an  adequate  supply  Of  good  staff.  There  is  a  critical  shortage 
of  manpower  in  the  health  industry  throughout  the  U.S.  d\ie  to 
a  tight  labor  market.  Before  additional  new  beds  are  constructed 
in  the  cannunity,  it  should  be  reasonably  dentaistrated  that  the 
hospital  has  an  adequate  plan  for  recruiting  adequate  staff 
once  the  beds  are  carpleted  without  creating  an  intoalance  within 
the  local  hospital  system.  This  oomTunity  already  has  beds  that 
are  closed  due  to  a  personnel  shortage  and  additional  beds  might 
further  aggravate  this  problem. 
B.  Relative  to  Cedars  of  Lebanon  Hospital 

1.  Cedars  is  a  recognized  leader  in  the  local  hospital  system. 
At  no  point  in  this  analysis  of  the  proposed  expansion  of 
Cedars  has  there  been  any  question  of  the  quality  of  the 
health  care  services  provided  by  Cedars  of  Lebanon  Hospital. 
It  was  determined  that  the  hospital  is  working  towards  the 
development  of  an  affiliation  with  the  University  of  Miami 
Medical  School  to  add  interns  and  residents  to  its  staff 
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in  the  future?  vAiich  it  cJoes  not  have  at  the  present  time. 
Cedars  serves  as  a  stiniulus  to  the  local  health  care  de- 
livery syston  as  well  as  being  an  acknowledged  supporter 
of  ocrprehensive  health  planning.  These  facts  are  in  no 
vay  being  challenged  in  this  report.  The  Health  Planning 
Council  has  attenpted  to  look  at  Cedars'  proposed  expansion 
program  in  the  context  of  vtot  is  in  the  best  interests  of 
the  overall  cotmunity  and  to  determine  to  sane  degree  vibat 
the  greatest  needs  are  within  this  ccamiunity  for  health 
services.  Cedars  is  also  a  part  of  the  Medical  Corplex  due 
to  its  geographical  location  and  due  to  its  stated  goal 
of  beccming  a  more  integral  part  of  the  University  Medical 
Center.  The  Health  Planning  Council  feels  that  Cedars 
can  play  a  significant  role  within  the  Medical  Center  and 
that  fiorther  efforts  should  be  made  to  bring  this  about  as 
quickly  as  possible. 
2.  Cedars  wishes  to  receive  a  formal  affiliation  with  the 
IVtedical  School  for  teaching  purposes. 
At  the  present  time  Cedars  has  no  affiliated  teaching 
program  with  the  Medical  School.  It  has  approached  the 
University  offering  its  resources  for  teaching  purposes. 
The  Medical  School  has  indicated  to  Cedars  that  it  would 
require  full-time  chiefs  of  medical  services  v^ich  Cedars 
is  currently  working  towards.  In  addition,  Cedars  would 
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have  to  provide  an  adequate  scope  of  services  and  teaching 
material  for  the  students,  as  vrell  as  the  properly  designed 
facilities  to  support  a  teaching  program.  It  is  of  concern 
to  the  Health  Planning  Council  that  the  new  facility  being 
proposed  by  Cedars  may  not  be  designed  with  adequate  space  to 
acconrnodate  the  teaching  program  being  anticipated.  This 
concern  can  be  overccme  by  Cedars  and  the  Medical  Center 
working  jointly  prior  to  the  final  camdtment  by  Cedars  for 
construction.  Any  Changes  in  program  and  functional  design 
needs  to  be  known  at  this  time  rather  than  after  construction 
is  started. 
3.  Cedars  need  for  additional  beds. 

There  is  no  question  in  the  minds  of  the  Health  Planning  Council 
at  this  time,  that  Cedars  has  a  legitimate  basis  for  additional 
acute  care  beds.  In  1968,  the  average  occupancy  at  Cedars  was 
97%,  v\rf^ch  meant  that  it  was  much  higher  during  peak  periods. 
This  year  the  occupancy  rate  will  probably  average  close  to  100% 
for  the  year.  This  is  not  a  desirable  level  of  operation  for 
any  hospital  and  every  effort  needs  to  be  made  by  the  medical 
staff  at  Cedars  to  keep  inappropriate  utilization  to  a  minimum. 
Iiirnediato  steps  should  be  taken  to  determine  the  most  appropriate 
means  whereby  Cedars  can  get  the  relief  it  needs  from  its  tight 
bed  situation. 

There  are  basic  issues  which  are  still  unresolved  relative 
to  the  Cedars  proposal  v^ich  are  the  key,  not  only  to  its 
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future  developrent  and  that  of  the  Medical  Center,  but 
also  to  the  entire  local  hospital  system.  The  Health 
Planning  Council  needs  to  vjork  with  Cedars,  and 
the  other  oonponents  of  the  local  hospital  system,  to 
develop  ccmnunity  health  planning  before  any  proposals 
to  build  additional  new  beds  or  irrprove  existing  sub- 
standard facilities  are  approved  for  construction. 

The  first  issue  relates  to  the  number  of  beds  in  the 
Medical  Carplex,  almost  1/3  of  the  camiunity  total.  At 
this  time,  it  would  be  a  serious  mistake  to  increase  the 
total  nimber  of  beds  now  located  in  the  Medical  Ccrplex. 
A  more  desireable  approach  vrould  be  to  reduce  the  numloer 
of  beds  at  Jackson  as  long  as  it  would  not  interfere 
with  its  roles  as  the  county  hospital  and  as  the  primary 
teaching  center  for  the  Medical  School.  Cedars,  in  con- 
cert with  the  Medical  Center,  shoiiLd  develop  its  goals 
and  expansion  program  in  a  rationail  manner.  This  program 
should  recognize  the  need  frr  it  to  serve  as  an  integral 
part  within  the  l^tedi  c_a  Center.  There  is  not  sufficient 
evidence  to  justify  Cedars  expanding  according  to  its 
present  plan.  There  is  no  justification  for  Cedars  in- 
creasing its  bed  capacity  fron  252  beds  to  750  beds.  A 
more  appropriate  long  range  objective  would  be  for  Cedars 
to  develop  its  bed  capacity  in  accordance  with  its  changing 
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role  as  a  teaching  hospital  within  the  Medical  Center.  With 
this  in  mind  Cedars  optimum  size  should  probably  be  between 
400-500  total  beds  with  sufficient  supporting  servioes.  However, 
this  size  should  be  achieved  by  Cedars  without  a  net  addition 
to  the  Medical  Ccnplex. 

A  second  issue  is  the  absence  of  sufficient  program  justifi- 
cation for  the  magnitude  of  the  proposal  which  Cedars  is  oon- 
teitplating.  For  instance,  there  is  an  insufficient  explanation 
of  the  basis  used  for  determining  the  nunfcer  of  beds  being 
proposed  or  the  mix  of  beds.  The  1969  proposal  is  substan- 
tially different  fron  the  1967  plan  which  was  presented  to  the 
County  Ccnmissioners  as  justification  for  the  six  acres  of 
land  the  County  sold  to  Cedars.  There  is  no  clear  explanation 
offered  which  explains  the  reason  for  the  substantial  change 
in  bed  number  and  mix  of  beds.  This  needs  to  be  better  defined 
and  justified.  The  fact  that  Cedars  is  currently  over  100% 
occupied,  and  that  construction  costs  are  rising  rapidly,  is 
not  adequate  justification.  The  ccmLinity's  best  interests 
will  be  better  served  if  Cedars  were  to  build  fewer  beds,  and 
whatever"  it  builds  be  planned  rationally,  with  the  Medical 
Center. 

A  third  issue  is  the  possible  conflict  of  programs  if  Cedars 
moves  in  its  direction  and  the  Medical  Center  moves  according 
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to  its  present  plans  without  the  two  vorking  together. 
The  net  result  would  be  a  wasteful  and  costly  duplication 
of  services,  manpower,  and  facilities.  There  already 
exists  unnecessary  duplication  of  expensive  cancer  therapy 
facilities  within  the  Medical  Conplex,  and  this  catitiunity 
cannot  afford  additional  duplication  in  other  areas  such 
as  acute  care  services,  rehabilitation  services,  psy- 
chiatric services,  clinical  diagnostic  services,  or 
parking  services,  unless  it  is  a  carefully  planned  dupli- 
cation that  strengthens  the  health  system  rather  than  weakens 
it. 

There  shoiiLd  be  more  positive  steps  by  Cedars  to  plan 
with  the  Medical  Center  to  arrive  at  a  proper  mix  of 
services  and  facilities  that  will  further  the  goals  v^ch 
Cedars  has  (a)  to  serve  the  ocmnunity  with  the  highest 
quality  of  health  care  and  (b)  to  develop  a  role  as  a 
teaching  hospital  without  creating  a  further  imbalance 
of  bed  distribution  within  the  local  hospital  system. 
4.  A  coordinated  Medical  Center  is  possible. 

It  is  time  to  move  r^idly  towards  developing  a  truly 
functionally  and  physically  integrated  Medical  Center. 
The  roles  of  Cedars,  Jackson,  Medical  School,  and  the 
Veterans  Administration  Hospital  should  be  clarified 
before  Cedars  moves  further  into  an  expansion  program. 
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To  delay  this  course  of  action  any  longer  will  itake  it 
increasingly  difficult  to  establish  proper  priorities 
within  the  hospital  system.  Because  Cedars  has  provided 
the  leadership  in  stiinulating  the  local  health  system  to 
address  itself  to  the  question  of  its  organization,  and 
that  of  the  Medical  Center,  the  Health  Planning  Coimcil  is 
challenging  Cedars  and  the  other  ccnponents  in  the  Medical 
Center  to  carry  the  matter  to  the  next  logical  step  of 
coordinated  joint  planning. 
IV.   RECOMMEMDATIONS 

The  preceding  section  was  devoted  to  a  discussion  of  the  principal 

findings  and  conclusions  drawn  frcm  the  analysis  of  data  and  interview      | 

I 
information  obtained  since  May  16.  As  was  pointed  out  in  this  report,      i 

it  is  too  early  for  the  Health  Planning  Council  to  have  the  benefit  of      ' 

in-depth  studies  of  the  local  health  and  hospital  system.  The  data  and 

information  obtained  through  the  cooperation  of  the  local  health  ccrmunity, 

support  the  following  reccrmendations  as  a  fair  statement  of  vdiat  is  needed 

to  bring  corprehensive  health  planning  to  bear  upon  the  Dade  County  ccmunity. 

This  report  is  the  first  step  in  beginning  to  look  at  the  local  health      I 
system  and  to  establish  health  goals  and  priorities  that  are  in  this 
.  cannunity's  best  interests. 
A.  General  Reccnmendations 

1.  The  large  nunber  of  substandard  facilities  are  this  ccmunity 's 
rrost  critical  problem  relative  to  its  hospital  system;  and. 
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therefore,  the  Health  Planning  Council  rBcciimencSs  th^t  hi^i- 
est  priority  for  bed  construction  in  the  ocntLinity  be 
given  to  modernizing  and  replacing  its  substandard  facili- 
ties. 

2.  The  second  highest  priority  for  the  local  hospital  system 
should  be  to  develop  the  appropriate  scope  and  mix  of  ser- 
vices such  as  ambulatory  services,  hospital  based  extended 
care  services,  public  health  services,  social  services, 
and  hone  care  services  based  on  an  identification  of  the 
needs  of  the  ccmnunity  for  these  services. 

3.  The  Dade  County  government  and  the  University  of  Miami 
should  move  quickly  to  develop  a  suitable  timetable  for 
achieving  the  organizational,  fimctional,  and  j^ysical 
integration  critical  for  the  Medical  Center  and  the  con- 
munity. 

(a)  This  should  be  achieved  by  inplementing  the  two 
consulting  reports,  with  ^jpropriate  modificaticai, 
currently  being  studied. 

(b)  The  Cedars  of  Lebanon  Hospital,  the  Veterans  Ad- 
ministration Hospital  and  the  Dade  County  Health 
Department  should  play  a  part  in  the  development 
of  this  program  for  inplementation. 

4.  Focusing  on  building  of  hospital  beds,  rather  than  de- 
veloptient  of  oonprehensive  health  care  services,  should 
be  questioned  at  this  time  before  additional  beds  are 
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approved  for  construction. 

(a)  The  current  nurnber  of  additional  new  beds  proposed  by 
this  oanmunity's  hospitals  is  unrealistic.  Additional 
beds  shoiHd  not  be  approved  until  a  proper  determination 
of  the  true  bed  need  for  the  1975  population  can  be  inade. 

(b)  The  ccmnunity  has  more  than  enough  hospitals  from  which 
its  needs  for  health  care  services  be  developed;  and 
should  encourage  the  expansion  of  high  quality  health 
care  facilities  and/or  relocation  of  existing  sub- 
standard facilities  rather  than  encouraging  additional 
new  hospitals. 

(c)  The  corinunity  should  strive  to  reduce  its  total  number 

of  hospitals;  resvilting  in  larger,  more  productive  hospitals 
with  a  minimum  of  200  beds  initially,  but  preferably  a 
400-500  bed  minimum  in  the  future. 

5.  The  ccnrunity  should  not  build  any  additional  new  hospital  beds, 
not  including  replacement  or  modernization,  until  it  is  sure 
that  they  are  needed  in  light  of  opportunities  to  use  alterna- 
tive types  of  care. 

6.  The  local  hospital  system  should  begin  to  evaluate  its  hospital 
bed  utilization  pattern  to  be  sure  that  proper  steps  are  being 
taken  to  utilize  all  facilities  most  productively.  The  Council 
also  is  basically  supportive  of  the  attempt  to  explore  the 
neighborhood  health  center  concept  as  one  possible  alternative 
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to  acute,  inpatient  hospital  care. 

7.  There  should  be  no  net  addition  in  the  total  niinber  of 
beds  within  the  Medical  Ccnplex  at  this  time  but  that 
a  more  desirable  distribution  of  beds  within  the  Ccm- 
plex  be  achieved  as  quickly  as  possible.  The  Health 
Planning  Council  should  not  attempt  to  determine  hew 
this  distribution  should  take  place  but  should  provide 
leadership  for  arriving  at  such  a  decisicn. 

8.  The  Health  Planning  Council  reccrmends  to  the  umiiiiunity 
that  it  accept  and  support  the  concept  of  a  university 
teaching  medical  center  vi^iich  will  provide  the  focal 
point  of  acadejnic  medicine  and  research  with  regionail 
and  intematicnal  reach  as  well  as  serving  Dade  County. 

9.  The  ooimunity  and  hospital  system  should  concentrate  its 
initicil  efforts  on  inproving  unacceptable  beds  and  in  en- 
couraging any  necessary  redistribution  of  beds  through- 
out the  coniainity  before  concentrating  its  efforts  in 
providing  the  relatively  few  additional  general,  acute 
care  beds  vdiich  may  be  needed  to  meet  the  projected  pop- 
ulation increase  by  1975. 

10.  Before  additional  new  beds  are  approved  for  construction 
in  the  ccmnunity,  it  should  be  reasOTiably  demonstrated 
that  the  hospital  planning  to  build  has  a  plan  for  re- 
cruiting adequate  staff  once  the  beds  are  complete  with- 
out creating  an  imbalance  within  the  local  health  system. 
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B.  Relative  to  Cedars  of  Lebanon  Hospital  Proposal 

1.  The  ccrponents  of  the  Medical  Center  should  work  closely 
with  Cedars  in  defining  its  appropriate  role  in  the 
Ntedical  Center.  The  Council  agrees  that  Cedars  should 
play  a  significant  role  within  the  Medical  Center  and  it  is 
recarnended  that  further  efforts  be  made  new  to  bring  this 
about  as  quickly  as  possible. 

2.  Cedars  should  redevelop  its  planned  bed  capacity  in  accord- 
ance with  its  changing  role  as  a  teaching  hospital  within 
the  >tedical  Center.  Cedars  should  itcre  appropriately  con- 
sider an  optimum  size  of  between  400-500  total  beds  with 
sufficient  supporting  services.  It  is  further  recomiended  that 
this  number  of  beds  at  Cedars  be  encouraged  on  the  condition  that 
within  a  five  year  period  this  will  not  result  in  a  net  addition 
of  total  beds  within  the  Medical  Complex. 

3.  The  Health  Planning  Council  reccmmends  that  it  be  given  an 
opportunity  to  work  with  Cedars  and,  the  other  conponents  of 
the  local  hospital  system,  before  any  proposals  to  build  addi- 
tional new  beds  or  improve  existing  antiquated  facilities  are 
approved  for  construction. 

4.  Cedars  should  plan  jointly  with  the  Medical  Center  to  arrive 
at  a  proper  mix  of  services  and  facilities  that  will  further, 
not  only  Cedars '  goals ,  but  the  OOTiiiunity's  goals  of  accessible 
quality  health  care  services.  This  should  lead  to  a  greater 
role  for  Cedars  as  a  Ntedical  School  teaching  hospital  without 
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creating  any  further  intoalance  in  bed  distribution  vithin 
the  local  hospital  system. 

5.  Cedars,  and  the  other  cotponents  of  the  Medical  Center, 
shoiiLd  accept  this  challenge  of  carrying  this  planning 
process  to  the  next  logical  step  of  coordinated,  joint 
planning  with  the  Health  Planning  Council. 

6.  A  development  plan  for  the  total  Medical  Center  should  be 
outlined  quickly  v^iich  defines  roles  and  identifies  program 
areas  most  appropriate  for  specific  ccrponents  of  the  Center 
that  are  coordinated  rather  than  contradictory,  duplicative, 
or  conpetitive. 

V.  SUNMARY 

The  essence  of  this  report  is  that  there  is  not  a  critical  shortage 
of  general,  acute  care  beds  in  this  community  at  this  time.  There 
is  a  critical  need  to  inprove  the  substandard  hospital  facilities 
in  the  oamiunity.  There  are  seme  hospitals  that  are  running  at  an 
unusiially  high  occupancy,  of  v^ich  Cedats  is  one.  An  attempt  should 
be  made  to  find  the  appropriate  ways  to  relieve  this  pressure  where 
it  does  exist  for  individual  hospitals  but  the  ccnstruction  of  addi- 
tional beds  should  come  only  if  it  is  determined  that  such  beds 
are  in  the  best  interests  of  the  total  camiunity. 

The  Cedars  of  Lebanon  Hospital  should  have  sere  additional  beds 
but  not  550  new  beds.  Ihe  nuirber  of  additional  beds  vi^ch  Cedars 
needs  cannot  be  determined  cut  of  context  with  the  Medical  Center 
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across  the  street.  This  number  of  beds  should  be  determined  through 
joint  planning  between  Cedars  and  other  coitponents  of  the  Medical 
Center.  The  number  of  beds  at  Cedars  should  not  exceed  400-500 
after  future  construction;  and  over  a  five  year  period  there  should 
not  be  a  net  addition  of  beds  to  the  total  beds  new  in  the  Ntedical 
Ccrplex. 

An  Ad  Hoc  CCTiraittee  should  be  appointed  by  the  Health  Plcmning  Council's 
Board  to  bring  the  Medical  Center  and  Cedars  together  for  the  purpose 
of  moving  quickly  to  determine  the  additional  beds  vAiich  will  relieve 
Cedars  need  for  additional  beds  and  will  move  it  tcward  becoming  an 
integral  part  of  the  Medical  Center. 

VI.  NEOT  STEPS 

A.  Appointment  of  Ad  Hoc  Ccrmittee  to  follow-up  the  analysis  report. 
The  Health  Planning  Council's  Board  President  will  appoint  an  Ad 
Hoc  Ccrmittee  to  take  this  analysis  report  and  move  quickly  to 
identify  the  appropriate  tied  distribution  within  the  Medical 
Center  to  be  achieved  within  the  next  five  years.  The  objective 
will  be  to  determine  the  appropriate  nunt)er  of  beds  for  Cedars  in 
relationship  to  the  total  Medical  Center.  Also,  this  cormdttee, 
at  this  early  stage  in  the  planning  of  the  various  oonponents  of 
the  Medical  Center,  shoiiLd  identify  the  areas  in  which  cooperative 
planning  can  be  effective. 

1.  Proposed  Cormittee  Ccmposition. 

a)  Cedars  of  Lebanon  Hospital  -  3  representatives  - 
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Administxator ,  Board,  Medical  Staff. 

b)  University  of  Miami  Medical  School  -  2  representatives. 

c)  Jackson  Memorial  Hospital  -  Director. 

d)  Veterans  Administration  Hospital  -  Director. 

e)  Coiinty  Corndssioner  -  Earl  M.  Stames. 

f)  Health  Planning  Council's  Board  -  2  representatives. 

2.  Staffing  -  Health  Planning  Council  Professional  Staff. 

3.  Time  Schedule. 

a)  i^:point  comdttee  -  July  10 

b)  First  ooTTtdttee  meeting  -  July  17-21 

c)  Second  ccmnittee  meeting  -  August  4-8 

d)  Ccrmittee  progress  report  -  Health  Planning  Council's  August 
Board  meeting, 

B.  Policy  statements  to  be  acted  upon  at  Health  Planning  Council's 
August  Board  meeting. 

1.  "Guidelines  For  Acute  General  Hospital  Planning  On  A 

Conmunity  Wide  Basis." 

2.  "Guidelines  For  Ccrprehensive  Health  Planning  Council  of  South 

Florida's  Analysis  Comiittees  and  Agencies  Relating  To  Health 
Planning  Council." 

C.  Defer  further  review  of  proposed  hospital  construction  projects  by  . 
Health  Planning  Council  until  after  Health  Planning  Council's  August 
Board  meeting. 


(This  Study  Was  Supported  in  Part  By  Public  Health  Service  Grant 
Number  41007-01-68.) 
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SELECTED  ANNOTATED  BIBLIOGRAPHY 

1.  Gross  Indicators  of  Present  and  Proposed  Hospital  Programs, 
Health  Facilities  Survey,  Ccnprehensive  Health  Planning  Council 
of  South  Florida,  June,  1969.  -  This  booklet  is  a  oonpilation 
of  the  data  v^ich  was  provided  to  the  Health  Planning  Council 
by  the  hospitals  in  Dade  County.  The  data  found  in  this 
booklet  is  not  a  detailed,  in-depth  analysis  of  the  local 
hospital  system  but  only  a  gross  analysis  at  this  time. 

2.  Patient  Origin  Study  -  Dade  County  Hospitals,  Florida  Hos- 
pital Association's  Patient  Origin  Stiidy,  October,  1967, 
compiled  by  the  Health  Planning  Council,  June,.  1969.  -  This 
booklet  is  a  coipilation  of  the  patient  usage  of  hospitals 
of  20  hospitals  in  Dade  County.  The  bodclet  shews  on  a 
Dade  County  map  the  area  in  the  county  from  vdiich  each 
hospital  draws  its  patients. 

3.  Future  Development  Project  and  Master  Site  Plans  of  Cedars 
of  Lebanon  Hospital,  September,  1966.  -  This  was  the  plan 
presented  to  the  County  Ccjimissioners  by  the  Cedars  of 
Lebanon  Hospital  as  justification  for  the  purchase  by 
Cedars  of  six  acres  of  land  frcm  the  county  in  1967. 

4.  Cedars  of  Lebanon  Hospital  implication.  Title  XV,  Public 
Law  90-448,  May,  1969.  -  This  is  the  Cedars  of  Lebanon 
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application  to  the  federal  government  for  a  loan  guaranteed 
mortgage  for  its  anticipated  capital  construction  program. 
This  document  outlines  Cedars'  1969  planned  expansion  program. 

5.  Dade  County  Board  of  County  Cctimissioners  and  the  University 
of  Miami  -  A  Study  of  Their  Organizational  and  Financial  Re- 
lationships ,  Cresap,  McCormick,  and  Paget,  May,  1968.  -  This 
management  study  analyzes  the  current  organizational  and  finan- 
cial relationship  between  Jackson  Memorial  Hospital,  the  Dade 
County  government,  the  University  of  Miami,  and  the  University 

of  Miami  School  of  Medicine.  It  points  out  the  current  weaknesses 
of  the  existing  organizational  structure  and  reccannends  a  new 
plan  for  reorganizing  on  a  formal  basis  to  achieve  a  more  satis- 
factory level  of  organizational  integration. 

6.  Master  Plan,  Jackson  Memorial  Hospital  -  University  of  Miami 
Ntedical  Center,  Special  Report,  March  9,  1968.-  This  report  pre- 
sents a  plan  for  achieving  functional  and  physical  integration 
within  the  Jackson  Memorial  Hospital  conplex  and  between  Jackson 
and  the  f'tedical  School  which  currently  does  not  exist. 
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[From  the  Washington  Post,  Apr..  3,  1974] 
Nixon  Dedicated  Miami  Facility — Newly  Expanded  Hospital  Goes  Broke 

(By  Ian  Glass) 

aiiAMi,  April  7. — On  Valentine's  Day,  President  Nixon  dedicated  the  $75 
million  expansion  project  to  the  gleaming  Cedars  of  Lebanon  Hospital,  where 
patients  can  order  escargots  for  $2.25  a  platter,  cherries  jubilee  for  $2.75,  and 
Chateaubriand  (for  two)  for  $15. 

At  the  time,  Mr.  Nixon's  chief  domestic  adviser,  Kenneth  R.  Cole,  Jr.,  praised 
the  hospital  as  "the  most  progressive  in  the  country."  And  the  President  per- 
sonally lauded  its  operating  head,  Sanford  K.  Bronstein. 

This  weekend.  Cedars  of  Lebanon  went  into  federal  bankruptcy  court  here 
and  won  a  freeze  on  its  debts  while  it  tries  to  work  out  a  plan  to  pay  off 
millions  of  dollars  to  hundreds  of  creditors. 

A  Miami  reporter  rented  a  room  for  $22  a  night,  was  handed  a  key,  with  a 
second  key  that  fit  the  room's  medicine  cabinet,  and  got  a  room  with  a  TV  set 
and  a  phone  with  a  direct  line  to  a  nurse  in  case  of  sickness. 

When  he  tried  to  call  the  nurse,  no  one  answered. 

Only  six  of  the  building's  112  rooms  were  occupied,  and  a  security  guard  told 
the  reporter,  "The  biggest  crowd  we  had  here  was  all  the  FBI  agents  that 
came  when  Nixon  dedicated  the  place." 

Files  at  the  Federal  Housing  Administration  oflBce  here  show  that  many 
oflBcials  questioned  the  $13.8  million  mortgage,  but  the  expansion — was  pushed 
through  by  FHA  officials  in  Coral  Gables — a  suburb  of  Miami — and  in 
Washington. 

At  the  time  the  $13.8  million  loan  commitment  was  made,  William  Pelski 
was  director  of  the  FHA  Coral  Gables  office,  which  also  approved  the  loan. 
Pelski  is  now  serving  18  months  in  a  federal  prison  camp,  convicted  of  taking 
$70,000  in  bribes  from  a  Miami  homebuilder. 

So  far,  it  has  managed  to  meet  its  850-employee  payroll. 

"This  is  similar."  said  Alan  Greer,  a  lawyer  for  the  hospiital's  board  of 
directors,"  to  a  football  game  calling  a  time  out.  The  hospital  simply  doesn't 
have  enough  cash  at  the  present  time  to  pay  all  of  its  current  creditors." 

Bronstein,  who  pushed  through  the  500-bed  expansion  because  he  wanted 
Cedars  to  be  "the  Mayo  of  the  South,"  was  unceremoniously  fired  by  the  board 
of  directors  last  weekend. 

The  expansion  had  been  built  over  the  objections  of  county  health  planners 
who  said  Miami's  metropolitan  area  already  had  too  many  hospital  beds,  and 
when  Bronstein  was  toppled,  the  directors  charged  "mismanagement." 

Cedars  owes  $62  million  alone  on  the  federally  guaranteed  mortgages  in  its 
$75  million  expansion  program.  Of  more  immediate  concern,  however,  is  the 
$13.8  million  in  defaulted  mortgages  covering  the  new,  somewhat  luxurious 
north  building  of  the  hospital. 

The  north  building  is  officially  called  a  "patient  self-care  center,"  but  anyone 
can  check  in,  without  a  doctor's  note,  as  if  it  were  a  motel. 


[From  the  Washington  Star-News,  Apr.  8,  1974] 

Bad  News  for  the  Sick,  Well-Heeled  or  Poor 

(By  Judith  Randal) 

When  President  Nixon  went  to  Florida  in  mid-February,  he  made  it  the 
occasion  to  dedicate  the  $75  million  expansion  of  the  Cedars  of  Lebanon,  a 
252-bed  community  hospital  in  Miami  which  has  long  had  pretensions  of  becom- 
ing the  "Mayo  Clinic  of  the  South."  Since  then,  the  following  have  happened : 
(1)  The  president  of  the  hospital  and  its  chairman  of  the  board  have  been 
fired;  (2)  the  hospital  has  defaulted  for  three  months  running  on  mortgage 
payments,  and  (3)  a  congressional  committee  has  begim  to  investigate. 

Meanwhile,  an  enterprising  Miami  News  reporter  has  made  the  interesting 
discovery  that  you  don't  have  to  be  sick  or  be  referred  by  a  doctor  to  get  into 


529 

this  hospital.  Anyone  with  $22  or  a  recognized  credit  card  can  get  a  room  in 
the  Cedars  patient  self-care  uait — complete  with  a  color  TV  and  a  nurse's 
buzzer  that  brings  no  response — merely  by  registering  with  the  admitting 
clerk.  John  Maguire  knows.  He  did  it  himself. 

Because  Cedars  had  sought  to  join  big  league  without  applying  for  a  federal 
grant,  Mr.  Nixon  pointed  to  it  with  priae  as  a  glowing  example  of  free  enter- 
prise. On  the  surface,  he  wouid  seem  to  have  been  merely  misinformed.  But 
there  are  reasons  to  think  there  may  well  be  more  to  it  than  that. 

For  one  thing,  although  federal  grants  are  not  involved.  Federal  Housing 
Administration-insured  mortgages  totaling  $62  million  are — ^including  those 
whose  payments  are  in  arrears.  Furthermore,  there  is  every  indication  that  this 
backing  would  not  have  been  obtained  had  not  someone  wheeled-and-dealed  to 
obtain  approval  of  the  financing.  Those  who  know  the  Cedars  story  best  say 
that  strong  political  pressures,  including  some  emanating  from  the  White  House, 
were  brought  to  bear. 

The  Miami  metropolitan  area,  like  those  of  many  U.S.  cities,  faces  a  glut  of 
hospital  beds.  Indeed,  as  things  now  stand,  Dade  County  will  by  next  year  have 
seven  general  hospital  beds  per  1,000  population,  well  above  the  considered- 
adequate  national  average  of  4.2. 

It  is  nothing  to  be  proud  of,  as  we  shall  see.  But  in  any  case,  the  threat 
of  glut  was  recognized  by  the  Comprehensive  Health  Planning  Council  of 
South  Florida,  which  denied  Cedars  certification  of  the  grandiose  scheme  it 
subsequently  put  into  effect.  What  happened,  despite  the  Nixon  administration's 
lip  service  about  the  sacredness  of  grassroots  decisions,  is  that  the  powers  up 
the  line  in  Tallahassee  and  Washington  prevailed. 

As  it  has  turned  out,  the  funds  have  been  mismanaged.  Indeed,  federal 
authorities  and  congressional  probers  have  a  strong  suspicion  that  monies 
obtained  through  FHA  for  various  of  the  hospital's  purposes  have  been 
illegally  commingled — perhaps  to  conceal  some  ill-advised  exi>enditures,  per- 
haps to  paper  over  conflicts  of  interest  with  supplier  and  consultant  firms; 
perhaps  both. 

But  even  if  Cedars  were  not  in  immediate  trouble  and  had  not  fired  its  two 
most  important  officers,  the  long-term  debt  financing  that  it  exemplifies  bears 
watching  on  other  grounds.  Among  them  are  these : 

Hospital  trustees  like  long-term  debt  financing  because  it  takes  less  of  their 
time  than  public  fund  drives  and  eliminates  the  need  to  put  the  squeeze  on 
valued  business  associates.  Hospital  administrators  tend  to  like  it,  too,  be- 
cause they  are  then  less  pressured  by  the  whims  of  large  contributors.  But 
someone  has  to  pay  off  the  principal  and  the  interest,  and  that  someone  is 
the  sick.  To  use  Cedars  again  as  an  example,  the  interest  charges  on  the 
FHA-backed  mortgages  will  add  $20  to  $30  a  day  to  the  cost  of  patient  care 
over  the  life  of  the  loans. 

When  a  hospital  goes  the  long-term  debt  route,  it  can  exclude  whomever  it 
wants.  Again,  what  is  happening  in  Miami  is  a  case  in  point.  By  the  time 
the  beds  now  under  construction  in  Dade  County  are  completed,  there  will  be 
47  per  cent  more  of  them  than  there  were  five  years  ago.  But  the  poor  and 
medically  indigent  will  not  be  welcome  in  the  majority  of  hospitals  that  do 
not  participate  in  Medicaid. 

Thus,  the  disadvantaged  will  continue  to  be  herded  into  the  overcrowded 
public  hospital,  while  the  average  occupancy  rates  in  Cedars  and  36  other 
private  institutions  are  expected  to  drop  to  below  70  percent.  It's  bad  news 
for  the  poor  because  they  get  second-rate  care.  But  it's  not  good  for  the  well- 
heeled,  either.  Falling  occupancy  rates  mean  rising  prices  and  this  will  mean 
more  costly  health  insurance  premiums  as  well  as  higher  hospital  bills. 

Richard  .Johnson,  an  Illinois  hospital  consultant  to  whose  recent  article 
in  "Hospitals"  I  am  indebted  for  many  of  these  ideas,  recalls  with  the  voice 
of  experience  the  widespread  belief  in  the  health  field  that  hospitals  can't  go 
broke. 

The  Cedars  experience  alone  would  suggest  otherwise.  But  it  al.so  suggests 
that  hospital  bankruptcies  will  become  commonplace  unless  doctors,  trustees 
and  administrators  can  somehow  he  divested  of  the  notinn  thnt  each  health 
care  institution  is  a  law  unto  itself  and  is  not  publicly  accountable  to  the  com- 
munity as  a  whole. 
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[From  the  Washington  Post,  Aug.  27,  1973] 

Unfilled  Obstetric  Units  Show  Waste  of  Medical  Facilities 
ouE  unplanned  hospitals — II 

(By  Victor  Cohn) 

Washington  Post  Staff  Writer 

The  Washington  area  has  too  many  hospitals,  too  many  small  hospitals,  and 
too  many  weak  hospitals.  There  is  too  little  first  class  care  concentrated  in 
strong  medical  centers — anr'  the  situation  seems  to  be  getting  worse. 

It  is  not  possible  to  prove  this  by  any  survey  of  comparative  cure  rates  or 
death  rates  or  other  measurements.  Such  surveys  or  comparisons  have  not  been 
made. 

But  there  are  many  symptoms. 

On  July  11,  1972,  the  head  of  pediatrics  at  Suburban  Hospital  in  Bethesda — 
a  typical  outlying  hospital  now  preparing  to  expand — told  a  staff  meeting  that 
no  woman  should  have  her  baby  there  because  of  the  hospital's  refusal  to  hire 
round-the-clock  i>ediatricians  for  emergencies. 

In  1967  an  expert  committee  recommended  that  area  hospitals  with  fewer 
than  1,600  deliveries  a  year  for  three  years  should  consider  closing  their 
obstetric  wards  to  consolidate  care  at  better-staffed  centers.  Only  two  did, 
though  several  are  now  delivering  fewer  babies. 

In  1966  consultants  told  Washington  area  Blue  Cross  that  no  hospital  under 
200  beds  should  be  built  anywhere  in  the  region,  because  no  small  hospital  can 
operate  economically  or  afford  adequate  staff.  The  area  now  has  10  such  hos- 
pitals, some  of  them  new. 

The  American  College  of  Surgeons,  at  any  hospital's  request,  decides 
whether  cancer  treatment  and  diagnostic  programs  are  "adequate."  Among  28 
eligible  hospitals  in  the  area,  at  last  listing  only  nine  in  the  District  (Cafritz, 
Children's,  Columbia,  Doctors,  Freedmen's,  Georgetown.  George  Washington, 
Providence  and  Washington  Hospital  Center),  two  in  Virginia  (Alexandria 
and  Fairfax)  and  none  in  Maryland  had  qualified. 

These  situations  seem  to  suggest  a  need  for  hospital  planning,  coordination 
and  sharing  of  personnel  and  equipment.  They  may  also  argue  for  hospital 
consolidations,  with  some  hospitals  closing.  Such  steps  are  being  taken  in  many 
cities. 

Here,  instead — as  reported  in  a  survey  in  The  Washington  Post  yesterday — 
some  45  building  projects  inside  a  35-mile  radius  of  the  District  have  been 
adding  or  could  add  4.684  beds  and  as  many  as  16  new  hospitals,  all  of  them 
small,  to  this  region's  41. 

"Everyone  else  is  consolidating,  we're  proliferating,"  one  hospital  adminis- 
trator complains. 

A  growing  epidemic  of  half-empty  obstetric  wards  reveals  both  a  medical  and 
dollar  cost.  One  reason  is  the  attitdue  of  every  neighborhood  that  its  hospital 
"must"  have  a  maternity  ward  for  safety  or  convenience.  Another  is  the  drop 
in  U.S.  birthrate  in  this  day  of  the  pill,  abortion,  late  parenthood  and  the 
drive  for  zero  population  growth  and  small  families. 

In  1971,  accordingly,  "OB"  patient-days  in  area  hospitals  dropped  3.8  per 
cent,  and  in  1972,  8.5  per  cent.  OB  bed  occupancy  in  1971  was  71  per  cent;  in 
1972,  only  66  per  cent. 
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Among  hospitals  with  the  lowest  OB  occupancy  rates  last  year  were  D.C. 
General  with  56  per  cent;  Freedmen's  55;  even  heavily  Catholic  Georgetown, 
52 ;  and  Suburban,  41  per  cent. 

The  OB  ward  at  Holy  Cross  Hospital,  Silver  Sprang,  also  heavily  Catholic 
in  patronage,  was  79  per  cent  filled.  But  in  1971  it  had  been  94  per  cent  filled. 

Pediatric  wards  are  emptier  still.  Vaccines  have  sharply  reduced  childhood 
sickness,  and  pediatricians  armed  with  new  drugs  are  earing  for  more  of  their 
patients  in  their  ofl3ces. 

Last  year  the  area's  pediatric  beds  were  only  60  per  cent  filled.  They  were 
only  36  per  cent  filled  at  Washington  Adventist  Hospital ;  42  at  Arlington 
Hospital ;  and  hovering  in  the  40s  and  50s  at  Freedmen's  Georgetown,  Provi- 
dence, Suburban  and  Alexandria. 

Pediatric  and  obstetric  beds  are  among  the  most  expensive  to  staff  and  main- 
tain. Occasionally  they  man  all  be  filled,  making  it  necessary  to  maintain 
good-sized  staff  "just  in  ease." 

The  same  problem  could  be  solved  in  another  way,  however,  by  making 
some  hospitals  regional  OB  and  pediatric  centers.  The  effect  of  maintaing  too 
many  beds,  says  Dr.  Harold  Cohen  of  Maryland's  Health  Service  Cost  Review 
Commission,  is  an  unnecessary  cost  to  the  public  of  "millions." 

Half  the  obstetric  wards  in  Maryland  "could  be  shuttered  and  boarded  up" 
with  no  medical  loss  and  probably  medical  gain,  one  of  Cohen's  analysts  adds. 

For  understaffed  and  little-used  wards,  however  close  by,  may  be  unsafe 
medically.  It  was  this  concern  that  on  a  night  of  July,  1972,  made  Dr.  Don- 
ald Wiczer  of  Bethesda,  until  last  Jan.  1  Surburban  Hospital's  pediatries  head, 
tell  his  medical  colleagues : 

"We  need  full-time,  24-hour-a-day  coverage  by  trained  pediatricians  ...  In 
our  newborn  nursery,  babies  may  on  occasion  need  special  pediatric  care 
briefly  but  urgently  .  .  . 

"Certainly,  obstetricians  will  be  taking  a  chance  delivering  a  woman  with- 
out this  optimal  pediatric  coverage.  It  is  obvious  that  problem  obstetrical 
cases  don't  come  to  Suburban  Hospital,  and  in  fact  no  obstetrical  eases  should 
(come)  without  this  pediatric  care  available  at  all  times  on  a  moment's  notice." 

A  roster  of  the  hospitiil's  current  "house  staff"  still  shows  no  pediatric 
residents  or  hired  staff,  though  it  shows  such  doctors  available  at  least  during 
the  day  in  medicine,  surgery,  obstetrics-gynecology  and  anesthesiology,  with 
one  or  two  emergency  room  doctors  on  duty  at  all  times.  As  of  last  December, 
a  pediatric  house  oflicer  was  on  hand  Monday  through  Friday  "during  the  day 
shift"  and  "on  call  every  third  night  and  weekends,"  but  she  has  resigned. 

Should  a  hospital  be  free  to  operate  an  obstetric  ward  without  a  pediatrician 
as  well  as  an  obstetrician  present  all  the  time?  The  Joint  Commission  on  Ac- 
creditation of  Hospitals  does  not  require  it ;  it  is  not  required  for  certification 
of  the  hospital  for  residency  training  in  obstetrics.  Surburban  is  so  accredited 
and  certified,  and  maintains  that  all  of  its  facilities  are  safe  and  adequate. 

Dr.  Allen  J.  O'Neill,  chief  of  staff,  and  Associate  Administrator  Robert 
Hagaman  point  to  a  December,  1972,  study  made  for  the  hospital  by  consultant 
Anthony  Eckert.  a  study  triggered  by  Wiczer's  and  other  pediatricians'  com- 
plaints. It  said  hiring  pediatricians  around  the  clock  would  cost  the  hospital 
$100,000  a  year ;  it  recommended  against  any  such  expansion  on  the  ground 
that  it  would  hurt  occupancy  at  other  hospitals,  especially  nearby  Holy  Cross. 
The  study  also  disclosed  that  there  is  more  complete,  generally  24-hour 
pediatric  coverage  at  Holy   Cross,   Prince   George's   General,   Washington  Ad- 
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ventist,  Fairfax,  Arlington,  Alexandria  and  Cafritz  hospitals — and  more  cost 
to  their  patients. 

Where  does  this  leave  the  patients —  the  prospective  mother,  the  newborn 
baby? 

There's  often  enough  warning  in  an  emergency  to  give  you  time  to  call  in  a 
pediatrician,"  comments  Dr.  Steven  Lipson,  Montgomery  County  health  planner. 
"But  my  wife  unexpectedly  had  twins  in  Baltimore  Mount  Sinai  Hospital, 
where  there  were  an  obstetrician,  anesthesiologist,  pediatric  resident  and 
pediatric  intern  in  the  room. 

"One  of  my  infants  had  a  cardiac  arrest,  and  there  weren't  five  minutes' 
time.  She  was  resuscitated  immediately  and  had  no  bad  effects.  But  there 
had  suddenly  been  twins  and  a  mother  to  handle.  Without  a  pediatrician,  we 
could  have  had  a  dead  or  brain-damaged  baby." 

"Childbirth  is  natural  process,  not  a  disease,"  Dr.  Herbert  Yousem  of  Balti- 
more said  recently,  "and  it  is  true  that  medical  intervention  to  prevent  tragedy 
is  required  in  only  about  5  per  cent  of  all  births.  Unfortunately  we  can't  pre- 
dict which  5  per  cent." 

The  solution,  said  Dr.  Lester  Hibbard  of  John  Wesley  Hospital,  Los  Angeles, 
at  a  recent  infant  mortality  conference,  is  that  "hospitals  with  small  ma- 
ternity units  will  have  to  close  them"  in  favor  of  regional  obstetric  centers. 
The  main  opponents  of  regional  centers,  said  Dr.  Roberta  Ballard,  are  the 
doctors  who  deliver  the  babies  at  the  smaller  hospitals. 

Prompted  by  a  short-lived  Washington  Area  Health  Facilities  Planning 
Council,  a  commitee  of  obstetricians,  anesthesiologists  and  hospital  adminis- 
trators in  1967  concluded  that  hospitals  with  1,600  annual  deliveries  or 
fewer  should  consider  shutting  down  their  obstetric  wards. 

"Two  hospitals  with  small,  poorly  utilized  units  did  close  them" — Hadley 
and  Leland  Memorial — the  Institute  for  Health  Care  Research  reported  re- 
cently. 

But  in  the  last  full  year  reported  to  the  American  Hospital  Association's 
1973  Hospital  Guide,  10  reported  fewer  than  1,600  births ;  Montgomery  Gen- 
eral with  398 ;  Loudoun,  495 ;  Walter  Reed  Army  Medical  Center,  702 ;  Wash- 
ington Adventist,  835 ;  Prince  William,  1,173 ;  Arlington,  1,164 ;  Anne  Arundel, 
1,299;  the  Naval  Medical  Center,  1,252;   Suburban,  1,351;  and  Sibley,  1,544. 

Sometimes  voluntarily,  sometimes  pushed,  hospitals  in  many  other  cities 
have  closed  or  converted  many  obstetric  wards.  There  have  been  major  clos- 
ings and  consolidations  in  Detroit,  Denver,  Pittsburgh  and  Philadelphia. 
In  New  York  state  between  1966  and  1972,  nearly  1,600  maternity  beds  were 
closed  or  converted. 

The  national  trend  among  hospitals  of  all  kinds  is  toward  (1)  establishing 
area  centers  for  costly  services,  (2)  sharing  rather  than  duplicating  facilities 
from  laundries  to  open-heart  units,  (3)  fully  merging  many  hospitals  and  (4) 
establishing  satellite  hospitals  operated  by  central  hospitals  as  part  of  a 
coordinated  system. 

Eleven  Boston  hospitals  and  medical  schools  recently  formed  a  joint  corpo- 
ration to  save  "several  million  dollars"  by  i>ooling  land,  medical  services,  pur- 
eha.sing,  maintenance  and  laboratories.  Four  Detroit  hospitals  have  done  the 
same.  Two-thirds  of  all  hospitals  are  now  sharing  at  least  some  service,  the 
American  Hospital  Associatian  reports. 

All  this  is  the  national  but  not  the  Washington  area  trend. 

The  only  important  Washington  hospital  consolidation  in  the  last  15  years 
has  been  the  1958  merger  of  Garfield  Memorial,  Emergency  and  Episcopal 
Eye,  Ear  and  Throat  Hospitals  to  become  the  Washington  Hospital  Center. 

Near  the  northern  end  of  the  Baltimore-Washington  corridor— in  the  area 
monitored  by  a  Baltimore  area  hospital  planning  council  whose  metropolitan 
Washington  counterpart  does  not  exist — Baltimore  Lutheran  Hospital  will 
build  a  satellite  soon.  John  Hopkins  Medical  Center  is  the  parent  of  a  new 
daughter  hospital  at  Columbia. 

The  1966  .study  conducted  for  Washington  area  Blue  Cross  recommended 
that  no  new  independent  hosiritals  be  built  here,  and  any  new  needs  should 
be  met  by  either  expanding  existing  plants  or  creating  satellites. 

There  has  been  only  one  such  result :  the  Fairfax  Hospital  Association 
which  operates  Fairfax  Hospital  is  building  a  "South  Fairfax"  facility,  and 
proposing  a  Reston  emergency  and  out-patient  center  as  a  nucleus  for  a  future 
hospital  when  needed. 
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Washington  Hospital  Center  recently  did  consider  establishing  a  satellite 
in  Montgomery  County.  Biock,  McGiUony  &  Associates,  the  area's  leading 
hospital  consultants,  toid  the  center  no  new  beds  were  needed  in  Montgomery 
County  before  19  <  5 — ^advice  that  may  have  been  at  least  politically  unwise 
in  the  absence  oi  any  such  satellite,  lOur  hospitals  there  are  planning  ex- 
pansions. 

Children's  Hospital  is  building  a  new  $34  million-plus  plant  on  land  ad- 
joining the  Washington  Hospital  Center.  But  the  two  have  completed  no 
arrangement  yet  tor  any   reaiiy  major  sharing  of  expensive   services. 

Children  s  did  decide  to  leave  high-voltage  radiation  treatment  to  the  cen- 
ter. The  two  are  sharing  security  service,  and  some  data  processing.  They 
are  negotiating  on  sharing  laundry  and  heating  plants,  but  the  planning  seems 
to  be  taking  piace  aiter,  not  oeiore,  Chiiuren  s  began  its  expansion  construction. 
The  Hospital  for  Sick  Children,  largely  a  place  for  the  chronically  ill,  did 
decide  recentjiy  to  give  up  20  acute  care  pediatric  beds.  Sibley  Hospital  in 
197jl  gave  up  its  pediatric  ward.  Providence  Hospital  in  1972  closed  nine  of 
its  pediatric  beds  and  12  bassinets.  Children's  and  Holy  Cross  have  agreed 
on  joint  planning  or  some  luLure  xaciiitits.  Several  hospitals  are  expected  to 
begin  joint  purchasing. 

Such  bits  and  pieces  tell  almost  the  full  story  of  recent  metropolitan  area 
hospitals  teamwork. 

With  such  teamwork  lacking,  the  public  assumption  that  all  hospital  beds 
are  good  safe  ones  becomes  wrong.  The  public  image  of  "the  hospital"  re- 
mains the  place  it  sees  on  TV:  "Medical  Center,"  "City  Hospital,"  "County 
General, '  aggregations  of  skill  manned  by  dedicated  ranks  of  Dr.  Welbys  and 
Caseys. 

The  actuality  is  that  the  average  American  goes  to  a  modest-sized  com- 
munity hospital  where  the  expertise  is  spread  thin. 

This  metropolitan  area,  the  1966  Blue  Cross  survey  found,  had  two  many 
small  hospitals  with  thin  staff  allegiance,  lack  of  contintung  education  and 
the  danger  that  their  doctors  might  become   "techologically   obsolete." 

Still,  "several"  of  these  hospitals  were  performing  a  surprisingly  "wide 
range  of  more  complicated  surgery."  Such  surgery,  the  study  said,  would  be 
done  in  major  teaching  hospitals  under  "a  well  organized  program"  of  re- 
gionalized care  and  referral  centers. 

There  are  no  such  referral  programs  in  American  hospitals  in  general, 
though  there  is  such  a  system  in  Great  Britain.  As  one  possible  result,  much 
less  surgery  gets  performed  there. 

Many  community  hospitals  like  to  boast  that  their  rates  are  cheaper  than 
big  city  hospitals',  particularly  big  hospitals  with  large  resident  and  intern 
staffs,  all  on  salaries  that  have  to  come  out  of  daily  rates. 

But  too  vast  a  difference  in  rates  may  also  signal  vast  differences  in  care. 
Intensive  or  coronary  care  units,  for  example,  are  considered  essential  today 
by  almost  every  hospital.  Area  charges  range  from  $314  a  day  for  Washington 
Hospital  Center's  medical  intensive  care,  $263  for  Georgetown  University's 
and  $230  for  George  Washington's  down  to  $100  to  $180  a  day  at  other  area 
hospitals.   Some  obviously  are  offering  less. 

On  hospital  size,  E.  D.  Rosenfeld  Associates,  the  Blue  Cross  1966  consult- 
ant, called  200  beds  a  "minimum"  for  medical  strength  and  savings.  Most  ad- 
ministrators prefer  400  to  600  beds.  "If  you  build  three  hospitals  with  a  600- 
bed  total,  says  Robert  Shumacher  of  Block,  McGibony,  "they  can't  possibly 
offer  the  services  one  600-bed  hospital  could  provide." 

Look  down  the  list  of  Washington  area  hospitals,  and  in  the  District  one 
still  sees  Hadley  Memorial,  77  beds  in  Maryland,  Clinton  Community  Hospi- 
tal, 33  beds;  Leland,  76  and  Montgomery  General,  106  (though  it  hopes  to 
expand).  In  Virginia  there  are  Circle  Terrace,  127;  Commonwealth  Doctors, 
86;  Jefferson,  119;  Loudoun,  85;  Prince  William,  152  (though  planning  more). 
A  new  126-bed  Potomac  Hospital  opened  in  Woodbridge  last  November. 
Hopefully,  this  in  just  a  "first  stage,"  but  virtually  every  small  hospital  states 
the  same  goal.  "With  so  many  now,  perhaps  some  won't  grow  any  more,"  says 
Lawrence  D.  Bory  at  the  Northern   Virginia   Planning  District  Commission. 

Virginians  and  Marylanders  are  increasingly  getting  their  hospital  care 
in  their  own  back  yards  instead  of  the  District,  as  Virginia  and  Maryland 
hospitals  proliferate.   The  problem,  if  one  compares  even   the  best   suburban 
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hospitals  with  the  best  District  hospitals,   is  that  they  may  be  doing  so   at 
a   considerable  loss   in   the  most  expert   care. 

Many  hospital  administrators  here  agree  that  what  both  the  District  and 
its  suburbs  need  today  is  about  half  as  many  hospitals,  but  hosptials  that 
are  much  stronger — ^hospitals  with  all  the  around-the-clock  services  their 
patients  require. 

Next:    Why    No    Planning? 


[From  the  Washington  Post,  Aug.  28,  1973] 

Attempt  at  Regional  Hospital  Planning  Breaks  Down 

our  unplanned  hospitals — iii 

(By  Victor  Cohn) 

Two  women  doctors,  one  white,  the  other  black,  stood  in  front  of  a  packed 
ballroom  at  the  Shoreham  Hotel  last  March  19  and  took  part  in  a  colloquy  that 
made  one  observer  say,  "I  hope  we're  still  not  fighting  the  Civil  War." 

The  meeting  was  one  of  the  D.C.  Public  Health  Association.  Each  of  the 
doctors  represented  an  area — ^the  first.  Northern  Virginia ;  the  second,  the  Dis- 
trict— that  has  been  unsuccessfully  urged  to  submit  its  health  and  hospital 
building  decisions  to  some  kind  of  joint  body. 

Dr.  Helen  Hackman,  director  of  Arlington  County's  department  of  human 
resources,  smiled  as  she  spoke.  Dr.  Bette  Catoe,  Washington  pediatrician  and 
health  adviser  to  District  officials,  did  not. 

But  each  in  effect  said  a  harsh  "no"  to  any  deep  cooperation  with  the  other. 

"From  the  prospect  of  reality,"  said  Arlington's  Dr.  Hackman,  "there  has 
been  great  antagonism  to  anything  in  the  District.  Arlington  is  a  middle-class, 
white  suburb,  and  we  don't  want  to  get  involved  in  the  District's  problems. 
Poor  education  and  poverty  and  all  the  health  needs  of  all  the  poor  people 
there." 

In  Northern  Virginia,  she  maintained,  there  are  now  "fine"  hospitals,  "so  the 
average  consumer  doesn't  look  toward  the  District  any  more  for  health  care." 
And  "the  medical  community  of  Northern  Virginia  definitely  doesn't  see  itself 
as  being  part  of  the  medical  community  of  the  District." 

The  District's  Dr.  Catoe  began  by  conceding  that  there  ''will  have  to  be" 
future  areawide  hospital  planning  of  some  kind. 

But,  she  immediately  continued :  "The  District  of  Columbia  occupies  a 
unique  position  within  the  health  picture.  The  unique  position  is  disadvantaged. 

"The  government  seems  to  ignore  us  and  go  out  into  the  hinterland,  and 
come  back  when  five  cents  is  left.  In  any  'comprehensive  planning,'  the  board 
members  inevitably  wind  up  as  being  from  the  suburban  jurisdictions  with  no 
concepts  of  inner  city  problems  and  needs."  She  paused.  "It  is  necessary  for 
us" — ^she  emphasized  the  word  "us" — "to  decide  what  is  necessary  for  the 
District." 

The  two  women  were  only  summing  up  the  area  health  history  of  the  past 
dozen  years.  In  June,  1961,  President  John  F.  Kennedy  ordered  his  Secretary 
of  Health,  Education  and  Welfare  Abraham  Ribicoff  to  "stimulate"  the  creation 
of  a  Washington  area  health  planning  council. 

The  late  President  was  concerned  because  roughly  $100  million  in  federal 
aid  was  about  to  be  placed  into  roughly  $500  million  worth  of  hospital  building 
here.  He  did  not  want  it  wasted. 

In  1962,  accordingly,  the  Metropolitan  Washington  Council  of  Governments 
(COG)  started  what  it  called  a  "Metropolitan  Washington  Health  Facilities 
Planning  Council."  Health  planning  was  just  beginning  in  many  parts  of  the 
country.  For  a  time  it  seemed  that  this  body  might  be  a  leader. 

But  it  soon  clashed  with  Virginia  doctors  over  the  plans  of  some  medical 
men  to  build  a  privately  owned,  profit-making  hospital  in  Alexandria,  the 
present  Jefferson  Memorial  Hospital.  Both  the  new  council  and  area  Blue  Cross 
called  it  unneeded. 

"That  got  all  the  medical  societies  worked  up.  They  were  mad  at  the  idea  of 
anyone  at  all  telling  doctors  they  couldn't  do  something,"  remembers  John 
McKinney,  who  was  the  council's  executive  director.  "That  was  the  year  I 
exacerbated  my  ulcer." 
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In  fact,  explains  Dr.  Hackman,  Northern  Virginia  doctors  then,  as  now, 
wanted  no  part  of  a  health  planning  mechanism  that  in  their  view  was  a 
giant  step  toward  socialized  and  regulated  medicine. 

Blue  Cross  capitulated  and  gave  the  budding  hospital  a  contract.  The  new 
council  had  been  bloodied  in  its  first  tilt. 

In  1966,  Congress  more  and  more  concerned  at  the  mounting  cost  of  build- 
ing and  operating  hospitals  passed  the  Comprehensive  Health  Planning  Act. 
Under  it,  each  state  was  to  create  an  official  statewide  health  planning  body. 
Subregions,  including  metropolitan  areas  crossing  state  Unes,  could  form 
federally  aided  subagencies  to  make  local  recommendations. 

COG,  still  eager,  sought  to  become  the  official  Washington  area  agency. 
Federal  approval  and  fimding  required  Maryland,  District  and  Virginia  en- 
dorsement. 

In  July,  1968,  then  Md.  Gov.  Spiro  T.  Agnew  wrote  D.C.  Mayor  Walter 
Washington  unequivocally  approving  regional  planning  through  COG  if  the 
District  and  Virginia  would  go  along.  Mayor  Washington  wrote  Agnew  agreeing. 

Virginia,  however,  remained  silent.  Says  Marguerite  Dalton,  District  official, 
"That  killed  it."  The  jerry-built,  unapproved,  unofficial  "metropolitan"  health 
council  sputtered  along  until  January,  1972,  when  it  gave  up  the  ghost. 

It  had  been  crippled  in  several  ways,  observers  say.  One  was  lack  of  general 
confidence  caused  in  part  by  the  fact  that  it  was  top-heavy  with  the  existing 
health  establishment.  It  was  also  under-financed. 

"I  was  never  more  than  one  man  and  one  secretary,"  McKinney  says.  "We 
(McKinney  and  the  volunteer  council  members)  became  anathema  to  the 
medical  societies  both  on  the  District  and  across  the  river,  none  of  whom 
wanted  to  be  told  what  to  do.  We  were  finally  swamped  by  this  area's  fierce 
feelings  of  regionalism  and  the  feelings  outside  the  District  about  crime 
and  race." 

Expensive  hospital  building  went  on.  Increasingly,  state  and  county  officials 
became  concerned,  especially  in  the  Maryland  suburbs,  which  were  behind 
the  older  Virginia  cities  in  hospital  building.  COG,  Blue  Cross  and  the  Mary- 
land State  Comprehensive  Health  Planning  Agency  in  Baltimore  quietly  tried 
to  forge  at  least  a  District-Maryland  joint  agency. 

And  here  they  ran  into  an  originally  well  meant,  but  by  then  obsolete,  fed- 
eral position :  HEW  officials  over  the  years  had  insisted  they  would  approve 
and  finance  only  a  true  regional  agency.  "In  a  literal  sense,"  says  Walter 
Seheiber,  COG  executive  director,  "area  health  planning  failed  because  HEW 
said  'areawide'  meant  only  the  entire  area.  Maryland  and  the  District  alone 
couldn't  do  it." 

The  federal  government  was  also  "conspicuous"  by  inattention,  vacillation 
and  lack  of  leadership.  Dr.  Edward  Phoebus.  Maryland  planning  official,  charges. 
Robert  Janes,  a  former  Minnesota  county  commissioner  and  Nixon  political 
appointee,  until  this  summer  headed  HEW's  Comprehensive  Health  Planning 
Service. 

Only  last  year  did  Janes  and  his  lieutenants  decide  that  creating  a  single 
agency  was  impossible  in  this  area,  and  maybe  this  and  some  others  (like 
metropolitan  New  York  and  Los  Angeles)  are  too  big  for  one  agency — though 
some  as  large  as  the  Washington  area  are  demonstrably  not  too  big. 

In  short.  Janes  and  as.sociates  seemed  ready  for  a  Maryland-District  alliance 
But  District  officials  had  by  then  decided  to  join  the  Virginins  in  saying  no. 

This  was  signaled  in  August,  1972,  when  Joseph  P.  Yeldell,  D.C.  human 
resources  director,  wrote  Janes  describing  the  District  as  a  "city-state"  and 
seeking  separate  federal  grants  for  local  health  planning  and  participation  in 
any  regional  effort.  This  i)lainly  said :  the  District  ws  no  longer  willing  to 
subordinate  its  planning  to  area  planning. 

To  the  surprise  of  Maryland  state.  Montgomery  County  and  Prince  George's 
County  health  officials  when  they  heard  about  it  two  months  later,  Janes  last 
October  wrote  the  District  that  it  could  "either"  join  a  joint  planning  effort  or 
—topping  even  the  District's  request— add  "two  or  more"  subordinate  agencies 
to  its  existing  one. 

This  meant  that  the  District,  alone  in  the  nation  for  a  city  its  size,  could, 
with  one  $100.000-a-year  health  planning  operation  already,  have  three  "or 
more"  if  it  chose. 

Yeldell  wrote  COG  that  "we  find  no  benefit"  in  trying  any  longer  to  merge 
District   planning   into    a    metropolitan    effort.    Yeldell    was    "responsible    for 
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destroying  the  metropolitan  planning  effort,"  charged  William  Bucher,  vice 
president  of  the  National  Capital  Area  Hospital  Council.  Maryland  health  ofll- 
cials  blamed  Janes,  too.  Today,  all  the  planning  for  hospital  building  is  frag- 
mented in  this  way : 

Maryland  and  Virginia :  Each  has  a  statewide  planning  agency.  Recent  state 
and  federal  laws  (including  some  that  became  effective  only  on  July  1)  for 
the  first  time  give  both  states  power  to  say  an  effective  "yes"  or  "no"  to  any 
hospital  building  or  expansion. 

To  be  effective  and  know  when  to  say  "yes"  or  "no,"  the  state  agencies  still 
need  guidance  on  local  needs  from  local  agencies.  In  the  Washington  area,  all 
are  fledglings. 

Northern  Virginia :  In  1971  organized  a  Comprehensive  Health  Planning 
Council,  a  body  representing  both  health  consumers  and  health  providers.  But 
until  June,  it  had  to  rely  on  the  Northern  Virginia  Planning  District  Commis- 
sion for  its  one  staff  worker. 

Thanks  to  slim  federal  health  budgets  and  two  years  of  HEW  appropriation 
vetoes,  a  shortage  of  federal  health  planning  money  long  kept  the  Virginia 
effort  feeble  and  unrecognized.  This  June,  thanks  to  agitation  by  Rep.  Joel  T. 
Broyhill  (R-Va.),  the  council  got  federal  recognition  as  a  local  agency,  an 
executive  director  (lent  and  to  be  paid  for  two  years  by  HEW)  and  the  promise 
of  an  additional  $75,000  a  year  federal  contribution  toward  a  $147,000  annual 
budget. 

"It  would  probably  take  double  that  for  a  decent  budget  and  staff  for  this 
area  of  a  million  people,"  the  new  director,  Jeffrey  Himian,  comments. 

Montgomery  and  Prince  George's  Counties :  Each  has  a  half-formed  health 
planning  oflSce  seeking  to  become  a  fleshed-out  and  recognized  local  agency.  Both 
are  years  behind  where  they  might  be,  because  people  held  back  so  long  to  leave 
the  field  clear  for  at  least  a  D.C.-Maryland  body. 

The  District  of  Columbia :  Has  had  an  Office  of  Comprehensive  Health  Plan- 
ning of  a  sort  since  1967.  It  is  in  name  an  official  "state"  agency,  but  compared 
with  many  others  it  is  weak  in  both  its  staff  and  its  powers. 

Of  the  staff,  director  Marguerite  Dalton  says,  "There  are  three  of  us,  with 
varying  degrees  of  competence."  She  has  had  no  health  training,  and  she  calls 
the  office's  $90,000  to  $100,000  annual  budget  "very  small"  considering  the 
District's  huge  problems. 

A  47-member  Health  Planning  Advisory  Committee  or  "H-PAC"  is  headed  by 
Dr.  John  Kenney  of  Howard  University.  Dr.  Paul  Corneley  of  Howard  has 
charged  that  "H-PAC  is  just  nothing."  But  it  recently  made  Columbia  Hospital 
for  Women  and  Cafritz  Hospital  scale  down  their  current  building  plans. 

The  would-be  District  planners  are  severely  hindered,  however,  by  a  lack  of  a 
strong  hospital  "certificate-of-need"  law,  like  laws  Maryland  has  had  in  effect 
since  1970  and  Virginia  since  July.  Mayor  Washington  and  then  Philip  Rut- 
ledge,  then  human  resources  director,  simply  ignored  H-PAC  in  approving  a 
controversial  Wisconsin  Avenue  hosptal  proposal. 

Though  several  state  certificate-of-need  laws  are  already  working  well,  H- 
PAC  and  District  officials  have  been  laboring  for  months  over  one,  and  in  the 
slow  workings  of  District  officialdom,  it  is  not  expected  to  go  to  the  D.C. 
Council  for  another  six  months. 

To  sum  up.  the  Washington  metropolitan  area,  alone  in  the  United  States,  12 
years  after  the  Kennedy  letter,  possesses  only  a  uniformly  weak  or  still  emerg- 
ing troop  of  health  planning  agencies.  It  is  the  only  metropolitan  area  that  Is 
not  completely  blanketed  by  federally  approved  agencies.  It  is  one  of  the  few 
without  a  single,  unified  agency. 

"People  here  like  to  say  that  this  area's  geography  and  political  divisions 
make  it  'unique,'  says  Dr.  Harold  Herman,  a  Virginia  health  consultant  and 
former  federal  health  plannng  head.  "I've  been  to  places  all  over  the  country 
that  are  'unique.'  " 

The  District  does  have  its  especially  severe  problems,  officials  throuehout  the 
area  admit.  As  Yeldell  told  Janes,  there  would  be  inevitable  "conflict"  over 
priorities  in  any  real  areawide  agency  since  the  suburbs  surround  the  District, 
outnumber  it  and  are  largely  white  and  affluent  While  it  is  largely  black,  i>oor 
and  near-poor. 

Where  the  suburbs  need  improved  hospitals  and  a  few  new  ones,  the  Dis- 
trict's poor  mainly  need  doctors.  "We  need  primary  care  physicians,"  Mns. 
Dalton  emphasizes.  "In  the  suburbs  they  have  pediatricians,  obstetricians, 
internists  and  general  practitioners  coming  out  of  their  ears.  We  don't." 
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Northeast  Washington  is  a  "medical  desert,"  Richard  M.  Loughery,  admin- 
istrator of  Washington  Hospital  Center,  says,  "One  reason  indigent  programs 
are  so  expensive  is  that  these  people  are  so  sick  when  they  reach  us." 

To  fill  medical  deserts  and  atcract  primary  physicians  takes  both  money  and 
facilities,  however.  The  federal  government  has  all  but  cut  off  both  health 
facility  and  hospital  money  for  the  cities.  Private  money  is  available  from 
banks  and  lenders  on  a  commercial  basis.  It  flows  to  the  suburbs. 

And  in  the  absence  of  a  strong  Washington  area  health  planning  agency,  a 
perhap  half -wasted  $500  million  from  various  sources  is  currently  being  spent 
or  planned  for  area  health  building  without  solving  the  District's  problems. 

All  parties  in  this  fragmented  fix,  are  now  talking  of  a  future  "federation" 
or  some  such  body  in  which  the  area's  many  agencies  might  somehow  make 
area  strategies.  Blue  Cross  is  subidizing  a  COG  data-gathering  project  in  what 
both — eternally  hopeful — believe  could  evolve  into  a  regional  body. 

No  one,  however,  has  any  clear  idea  of  how  such  a  body  might  be  effective — 
unless,  said  one  Virginia  hospital  head  who  pleaded,  "Please,  don't  identify 
me,"  everybody  in  the  District,  Maryland  "and  yes,  Virginia  suddenly  gets 
religion  and  decides  we  need  a  real  regional  agency  with  some  teeth  after  all." 

District,  Maryland  and  Virginia  hospitals  are  meanwhile  continuing  to  go  in 
their  own  directions,  and  the  upshot,  according  to  a  COG  staff  memo  in  June, 
is  an  area  "health  crisis"  that  includes : 

Lack  of  any  overall  strategy  or  priorities. 

Continuing  unwillingness  of  individual  jurisdictions  to  consider  the  problems 
of  others. 

Continuing  "needless  duplication"  and  "unplanned  proliferation"  of  hospital 
buildings. 

"Substantial  gaps  and  inequalities"  in  health  manpower  and  services,  inef- 
ficient use  of  available  funds,  inability  to  generate  genuinely  needed  funds 
and  "inadequacy   to  undertake"  even  limited   health  projects. 

"This  area  has  the  nation's  highest  educational  level  and  highest  family 
income,"  COG's  Walter  Scheiber  told  the  D.C.  Public  Health  Association.  "It  is 
probably  the  most  successful  in  regional  cooperation  in  law  enforcement,  fire 
fighting,  water  and  air  pollution  control  measures.  The  glaring  gap  is  in  health 
planning. 

"It  is  often  said  that  we  should  be  a  model  for  the  rest  of  the  nation.  In 
health,  we  have  failed  miserably." 

[From  the  Washington  Post,  Aug.  28,  1973] 
Profitmaking  Hospitals  on  Rise 

More  and  more  American  hospitals,  and  more  Washington  area  hospitals,  are 
becoming  businesses — investor  or  corporate-owned  enterprises  paying  a  profit 
to  their  owners  or  stockholders. 

The  trend  is  one  that  makes  most  students  of  medical  care  and  its  quality 
uneasy. 

In  a  recent  "People's  Handbook  of  Medical  Care,"  two  brothers,  Drs.  Arthur 
and  Stewart  Frank — Arthur  Frank  is  a  Georgetown  University  faculty  member 
— were  highly  critical  of  nonprofit  or  "voluntary"  or  "community"  hospitals: 
"They  may  have  a  sense  of  responsibility  (and)  social  conscience,"  but  it  is 
"not  common." 

But  profit  hospitals,  they  maintained,  "are  not  charitable,  have  very  few 
benevolent  feelings,  seldom  have  a  capable  house  staff  (interns  and  residents), 
rarely  provide  high-quality  care,"  and  while  your  care  depends  mainly  on  your 
own  doctor,  "except  for  rare  circumstances,  the  hospital  itself  will  be  of  mar- 
ginal assistance  .  .  .  Private  hospitals  should  be  avoided  if  you  have  an  option." 

Dr.  Louis  Block  of  Silver  Spring,  one  of  the  nation's  leading  hospital  con- 
sultants, agrees  that  good  profit  hospitals  have  been  rare  and  "some  even  got 
the  designation  of  butcher  shops."  But  he  argues  that  change  is  occurring  and 
there  are  now  good  and  bad  profit  and  nonprofit  hospitals. 

Of  41  Washington  area  general  medical-surgical  hospitals,  only  seven  are 
now  investor  or  corporate-ovmed.  Four  are  concentrated  in  Northern  Virginia, 
however;  Circle  Terrace.  Commonwealth  Doctors,  Jefferson  Memorial  and 
Northern  Virginia  Doctors,  along  with  a  new  acute  psychiatric  section  at 
Barcroft  Institute. 
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The  metropolitan  area's  other  nonprofit  hospitals,  for  the  moment  are  the 
Washington  Psychiatric  Institute  and  tiny  (33-bed)  Clinton  Hospital  in  Prince 
George's  County. 

Almost  all  the  above  are  small  hospitals.  However,  a  nevp  200-bed,  doctor-in- 
vestor owned  hospital  is  being  planned  for  the  District.  Another  may  go  up  at 
Centreville,  Va.  Three  of  four  new  major  hospitals  in  Prince  George's  County 
are  to  be  owned  by  corporations  formed  by  doctors  there.  A  major  hospital 
corporation  and  two  investor  groups  are  among  contenders  to  build  a  Dulles- 
Reston-Tysons  Corner  area  hospital. 

All  the  doctors  involved  in  these  projects  say  they  intend  to  build  good  places 
for  care,  and  the  District  hospital  is  being  sponsored  by  some  of  the  area's 
leading  specialists. 

The  operators  of  profit  hospitals  in  fact  uniformly  maintain  that  superior 
administration  and  efficiency  let  them  make  money  while  giving  care  as  good 
as  anyone  else's.  There  is  indeed  wide  agreement  among  health  experts  that 
these  hospital  have  been  pointing  the  way  to  long  overdue  reforms ;  joint  buying, 
labor-saving,  cost-sharing  and  modem  management. 

Many  corporate  administrators  also  say,  "The  only  difference  between  us  and 
the  voluntary  hospitals  is  that  we  pay  taxes."  Most  hospital  authorities  believe 
there  are  other  differences.  They  report  that  many  profit  hospitals  "skim  off  the 
cream" — shunning  poverty  areas,  .seeking  the  most  profitable  patients  and  serv- 
ices and  leaving  as  many  money -losers  and  nonpayersi  as  possible  to  others. 

These  hospitals  e.specially  intend  to  avoid  training  programs  for  interns, 
residents  or  nurses.  Training  programs  add  heavily  to  costs,  but  training  hos- 
pitals are  usually  the  best  hospitals.  In  Southern  California's  San  Fernando 
Valley — population.  1.3  million — there  are  now  23  hospitals,  most  investor- 
owned.  "A  fact  that  I  think  is  dreadful,"  writes  Dr.  Eugene  Erman,  a  surgeon 
and  current  chief  of  staff  at  one  such  hospital,  "is  that  in  this  so-called  sixth 
largest  metropolitan  area,  not  one  of  these  hospitals  has  a  single  intern  or 
resident,  and  only  the  10  on  emergency  room  contract  with  Los  Angeles  County 
have  an  M.D.  on  the  premises  24  hours  a  day." 

A  consultant  who  declined  to  be  identified  because  he  earns  much  of  his 
income  advising  profit  hospitals  says:  "If  you're  going  to  have  one  ho.spital  in 
an  area,  it  had  better  be  a  voluntary,  because  a  proprietary  (a  for-profit)  isn't 
going  to  provide  all  the  services  a  community  needs." 

The  question  for  an  area  like  Prince  George's  County  might  then  be:  Will  the 
profit  vs.  nonprofit  ratio  be  far  out  of  balance?  Many  authorities  fear  this  is 
happening  to  the  national  ratio.  Profit  hospitals  have  increased  from  769  to 
1.008  .since  1970  and  now  number  nearly  25  per  cent  of  all  nongovernment 
hospitals. 

A  third  of  all  Virginia  hospitals  are  now  investor-owned,  with  11  in  Richmond 
alone. 

In  February,  the  nationally  known  Dr.  Lester  Breslow.  dean  of  the  School 
of  Public  Health  at  the  University  of  California,  recommended  clo.sing  all  of 
that  .state's  profit  hospitals,  as  well  as  all  hospitals  of  under  150  beds.  They 
were  two  groups  he  foimd  too  often  wanting. 

— Victor  Cohn. 


[From  the  Washington  Star-News,  Apr.  1,  1974] 
COUNCILWOMAN  ACCUSED  ON  HOSPITAL 

(By  Kenneth  Walker) 

Charging  that  Prince  Georges  County  Councilwoman  Gladys  N.  Spellman 
used  "imdue  influence  and  political  pressure"  to  promote  the  certification  of 
a  controver.sial  hospital  proposed  in  Laurel,  the  county's  Health  and  Welfare 
Council  has  asked  Maryland's  attorney  general  to  investigate  the  matter. 

In  a  letter  Thursday  to  Atty.  Gen.  Francis  Burch.  HWC  President  Frank  M. 
Kratovil  accused  Mrs.  Spellman.  as  chairman  of  the  Alaryland  Comprehensive 
Health  Planning  Advisory  Committee,  of  a  conflict  of  interest  in  the  case  of  a 
certiflcation  application  for  Parkway  Medical  Center. 

As  Kratovil  explained  the  accusations,  the  coiincil  believes  Mrs.  Spellman 
u.sed  her  position  on  the  health  planninsr  committee,  which  advises  state  health 
officials   on    certification,    to   promote    Parkway's    application    because    of   her 
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"apparent  indebtedness"  to  the  hospital's  sponsor,  Dr.  James  A.  Offen.  Accord- 
ing to  Kratovil's  letter,  Dr.  Offen  collected  signatures  for  Mrs.  Spellman's 
1970  campaign  petition  and  had  his  patients  to  do  likewise. 

Mrs.  Spellman  saids  he  was  unaware  that  Dr.  Offen  had  ever  been  associated 
with  her  cmpaign. 

"I  would  welcome  a  state  investigation,"  she  said.  "It  would  put  to  the  lie 
statements  being  made  by  irresponsible  people." 

Kratovil's  letter  charged  that  Mrs.  Spellman,  in  addition  to  voting  as  a 
county  council  member  to  give  the  hos-pital  a  special  zoning  exemption,  has 
pushed  for  state  certification  in  the  face  of  opposition  by  the  health  planning 
committee  and  other  local  groups. 

The  proposed  $131/2  million,  250-bed  facility — which  would  be  Laurel's  first 
hospital — has  been  strongly  criticized  by  local  health  and  medical  groups. 


Exhibit  19. — Excerpt  From  Public  Law  93-222,  93d  Congress,  S.  I4, 

December  29,  1973 

"eestrictr'e  state  laws  and  practices 

"Sec.  1311.  (a)  In  the  case  of  any  entity — 

"(1)  which  cannot  do  business  as  a  health  maintenance  organization  in 
a  State  in  which  it  proposes  to  furnish  basic  and  supplemental  health 
services  because  that  State  by  law,  regulation,  or  otherwise — 

"(A)  requires  as  a  condition  to  doing  business  in  that  State  that  a 
medical  society  approve  the  furnishing  of  services  by  the  entity, 

"(B)  requires  that  physicians  constitute  all  or  a  percentage  of  its 
governing  body, 

"(C)  requires  that  all  physicians  or  a  percentage  of  physicians  in 
the  locale  participate  or  be  permitted  to  participate  in  the  provision  of 
services  for  the  entity,  or 

"(D)    requires   that   the  entity  meet   requirements  for  insurers   of 
health  care   services   doing   business   in   that    State   respecting  initial 
capitalization   and   establishment   of  financial   reserves   against  insol- 
vency, and 
"(2)    for  which  a   grant,  contract,   loan,   or  loan  guarantee  was  made 
under  this  title  or  which  is  a  qualified  health  maintenance  organization  for 
purposes  of  section  1310  (relating  to  employees'  health  benefits  plans), 
such  requirements   shall   not   apply   to   that   entity   so   as   to   prevent  it   from 
operating  as  a  health  maintenance  organization  in  accordance  with  section  1301. 
"(b)    No  State  may  establish  or  enforce  any  law  which  prevents  a  health 
maintenance  organization  for  which  a  grant,  contract,  loan,  or  loan  guarantee 
was  made  under  this  title  or  which  is  a  qualified  health  maintenance  organiza- 
tion for  purposes  of  section  1310  (relating  to  employees'  health  benefits  plans), 
from   soliciting  members   through    advertising   its    services,    charges,    or   other 
nonprofessional   aspects  of  its  operation.   This   subsection   does  not  authorize 
any  advertising  which  identifies,  refers  to.  or  makes  any  qualitative  judgment 
concerning,  any  health  professional  who  provides  services  for  a  health  main- 
tenance organization. 

"continued  regulation  of  health  maintenance  organizations 

"Sec.  1312.  (a)  If  the  Secretary  determines  that  an  entity  which  received  a 
grant,  contract,  loan,  or  loan  guarantee  under  this  title  as  a  health  maintenance 
organization  or  which  was  inHnded  in  a  health  benefits  plan  offered  to  em- 
ployees pursuant  to  section  1310 — 

"(1)  fails  to  provide  basic  and  supplemental  services  to  its  members. 


Exhibit  20. — Materials  Furvl^TiPd  by  Mr.  Mendelson  Re  Status  of  Health  Care 

Services  in  San  Antonio,  Tex. 

Medical  Care  Cost  Analysis 

Reference  to  the  index  of  medical  care  costs  and  prices  issued  by  the  Social 
Security  Adminisitration  reveals  that  over  the  years,  medical  costs  have  in- 
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creased  faster  than  any  other  major  category  of  personal  expense.  Considera- 
tion is  given  in  this  paper  to  the  period  between  1965  and  1970.  Though  these 
figures  are  for  the  nation  as  a  whole,  a  parallel  could  be  found  in  a  major 
city  the  size  of  San  Antonio.  The  Consumer  Price  Index  (CPI)  measures  the 
change  in  average  prices  of  the  goods  and  services  purchased  by  urban  wage 
earners  and  clerical  workers  and  their  families.  These  items  are  weighted  by 
their  importance  in  the  typical  city  worker's  family  budget.  The  CPI  is  the 
most  generally  accepted  measure  of  price  changes  (which  are  taken  at  regular 
intervals  and  compared  with  a  base  period),  and  its  medical  care  components 
are  the  most  widely  used  indicators  of  health  care  costs. 

The  advent  of  private  insurance  plans  and  of  governmental  assistance 
through  medicare  and  medicaid  has  contributed  toward  the  inflation  in  hospital 
costs  and  doctors'  fees.  The  American  public  spent  46.1  billion  dollars  on  health 
care  in  1970,  148%  more  than  was  spent  in  1960.  Over  the  1965-1970  span  this 
meant  that  $19  billion  more  was  spent  in  1970  for  total  public  health  care 
eixpenditures.  Of  the  $616  billion  that  was  spent  by  the  American  public  for  all 
of  its  personal  consumption  needs,  medical  care  disbursements  represents  7.5% 
of  the  total.  Alternatively,  when  one  looks  at  data  for  disposable  personal 
income,  a  more  realistic  figure  emerges.  DPI  remains  after  deductions  are  made 
for  taxes,  social  insurance,  and  other  minor  adjustments.  From  1965  until  1970 
a  12%  increase  in  medical  care  expenses  occurred  in  the  shift  from  6.0%  to 
6.7%  of  the  public  disposable  personal  income.  Accordingly,  jyer  capita  expendi- 
tures for  personal  health  care  rose  from  $197  in  fiscal  year  1965  to  $327  in 
1970. 

PERSONAL  CONSUMPTION  EXPENDITURES  BY  TYPE  OF  PRODUCT  (IN  THE  UNITED  STATES,  1970) 

[Dollars  In  billions] 


Type  of  product 

Food  (including  alcohol) 

Housing 

Household  operation 

Transportation 

Clothing,  accessories,  and  jewelry 

Medical  care  L 

Recreation 

Personal  business 

Tobacco 

Private  education  and  research 

Personal  care.. 

Religious  and  welfare  activities 

Foreign  travel  and  remittances— net. 

Death  expenses _ 

Total 615.8  100.0 

'  Includes  expenses  for  health  Insurance. 

In  1970  American  paid  $13  billion  for  privately  controlled  hospital  care,  62% 
more  than  in  1965.  In  comparing  cost  trends  of  individual  medical  care  components 
from  1965  to  1970,  hospital  room  rates  showed  the  greatest  increase  (136%).  A 
1970  report  of  the  American  Hospital  Association  showed  that  the  average  cost 
to  community  hospitals  to  treat  a  person  amounted  to  $81.01  per  patient  day. 
Relative  to  1965,  this  represented  an  82%  increa.se.  From  1965  to  1970  the  cost 
to  the  hospital  for  an  average  stay  increased  91%  to  reach  $664.28  per  patient. 

Between  1965  and  1970  total  operating  costs  to  community  hospitals  increased 
from  $9.2  billion  to  almost  $19  billion,  a  rise  of  107%.  The  American  Hospital 
A.ssociation  stated  that  much  of  the  increase  in  operating  costs  was  due  to  the 
continued  rise  in  wages  paid  to  hospital  personnel.  Such  wages  belatedly  were 
moving  toward  a  parity  with  those  of  other  industries  in  the  community.  Hospital 
employees  have  long  been  underpaid.  Salaries  of  interns  and  residents  are  up. 


Personal 

consumption 

expenditures 

Percent  of  total 

$131.8 

21.4 

91.2 

14.8 

85.6 

13.9 

77.9 

12.7 

62.3 

10.1 

46.1 

7.5 

39.0 

6.3 

34.5 

5.6 

11.2 

1.8 

10.4 

1.7 

10.1 

1.6 

8.8 

1.4 

4.8 

.8 

2.1 

.4 
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AVERAGE  COST  TO  COMMUNITY  HOSPITALS  PER  PATIENT  DAY  AND  PER  PATIENT  STAY;  AVERAGE  LENGTH  OF 
STAY  IN  COMMUNITY  HOSPITALS  (IN  THE  UNITED  STATES) 


Average  cost  to  hospital  par  patient  day 

Average  li 

ength  of 

L.I    .1... 

Average  cost  to 
hospital  per 

Year 

Total 

Payroll 

Other 

(days) 

patient  stay 

1965 

$44. 48 

$27.44 

$17.04 

7.8 

$346. 94 

1966 

48. 15 

29. 41 

18.74 

7.9 

380.  39 

1967 

54. 08 

32.44 

21.64 

8.3 

448. 86 

1968 

61.38 

36.61 

24.77 

8.4 

515.  59 

1969 

70.03 

41.36 

28.67 

8.3 

581.25 

1970 

81.01 

47.30 

33.71 

8.2 

664.  28 

Such  increases  reflect  the  pressure  of  increased  demand,  stimulated  by  insurance 
coverage,  on  a  relatively  static  supply.  The  trend  toward  shorter  hospital  stays 
that  accompanied  improvements  in  the  quality  of  medical  care  had  been  re- 
versed. The  average  stay  in  a  hospital  was  8.4  days  in  1968.  This  was  almost  a 
full  day  longer  than  in  1962  when  the  average  stay  was  7.6  days.  This  strained 
hospital  bed  accommodations  that  were  already  falling  behind  the  need.  In  the 
period  from  1946  until  1970  admissions  per  year  had  jumped  115%  while  the 
expansion  in  the  number  of  liospital  beds  amounted  to  only  79%  for  that  duration. 

Payments  for  physicians'  services  reached  $13  billion,  a  gain  of  54%  above 
1965.  Their  remittances  posted  the  second  highest  increment  (46%)  among  the 
individual  medical  care  components.  Among  the  services  that  were  provided  by 
the  different  specialties,  there  were  wide  disparities  in  price  movements.  Obstetric 
fees  in  1970  rose  faster  (8.3%)  than  did  pediatric  fees  (7.9%).  However,  only 
four  years  earlier  pediatric  fees  were  climbing  2%  times  faster  than  those  of  the 
obstetrician. 

The  cumulative  accretion  in  costs  for  such  route  medical  excisions  such  as  a 
herniorraphy,  a  tonsillectomy,  and  an  adenoidectomy  was  generally  much 
slower  (about  10%)  than  the  overall  build-up  in  physicians  charges  for  the  five 
year  period  ending  in  1970.  Correspondingly,  the  cumulative  upswing  (36.4%) 
in  fees  for  the  dentists  exceeded  that  registered  by  the  physician  (33.4%). 
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It  is  noteworthy  that  in  the  year  1970  the  biggest  annual  increase  since 
1927  (the  earliest  date  for  which  an  index  is  available)  was  documented 
by  physicians'  fees.  It  had  leaped  8.1%  while  average  increments  were  3% 
in  the  1960-65  period  and  6.3%  for  1965-69. 

While  the  Consumer  Price  Index  advanced  3.8%  between  1965  and  1969, 
the  average  annual  increment  in  mean  net  profit  for  each  physician  had  been 
7.4%  In  1967  the  net  income  per  physician  increased  13.9% — ^more  than  twice 
the  rate  advance  in  any  other  year  during  the  1960  decade. 

These  increases  may  reflect  gains  in  productivity  by  more  services  being 
provided  in  the  same  amount  of  time.  But  numbers  of  patient  visits  per  week 
are  in  conflict.  Expansions  in  income  may  mirror  more  services  performed 
per  patient  visit  rather  than  a  numerical  enlargement  in  patient  visits. 

Because  the  Medicare  program  reimburses  on  the  basis  of  customary  and 
prevailing  charges,  doctors'  incomes  have  risen.  Previously,  many  physicians 
charged  aging  patients  on  a  sliding  scale,  thus  getting  less  than  customary 
charges  or  nothing  at  all. 

Health  Status  of  the  Minority  Populations, 
San  Antonio:  1965-70 

San  Antonio,  Texas  was  ranked  as  the  thirty-sixth  largest  metropolitan  area 
in  the  United  States  after  conclusion  of  the  1970  Census  of  Population.  San 
Antonio  uniquely  has  one  of  the  greatest  concentrations  of  Spanish-surnamed 
resid  nts  in  the  country.  But  their  presence  in  large  numbers  together  with  other 
mioritles  has  done  nothing  to  insure  the  welfare  of  these  citizens.  San  Antonio 
publishes  annual  information  on  the  vital  statistics  of  its  population  and  those 
of  Bexar  County.  It  is  one  of  the  few  cities  that  make  a  separate  category  for 
the  Spanish-surnamed  population.  It  is  the  purpose  of  this  paper  to  describe!  the 
health  plight  of  the  minority  community  in  San  Antonio  from  a  survey  of  those 
vital  statistics  released  in  1968  and  1972. 

The  National  Center  for  Health  Statistics  regarded  the  differences  in  health 
status  between  the  races  as  primarily  due  to  socioeconomic  differentials  rather 
than  racial  ones.^  To  follow  this  conclusion  without  accepting  it  completely, 
one  could  examine  the  economic  levels  and  find  that  the  two  major  ethnic 
subpopulations  of  San  Antonio  do  fall  below  that  of  the  Anglos. 

In  San  Antonio  the  Spanish-surnamed  male  of  18  years  and  over  has  a  mean 
income  of  $5,129  compared  to  the  aggregate  for  the  city  of  $6,616  (the  Negro 
average  at  $4,114).  For  the  females,  18  years  and  over,  a  mean  income  of 
$2,416  was  registered  by  the  Spanish-surnamed.  The  Negro  female  earned  a 
mean  income  of  $2,359,  24%  below  that  of  her  Anglo  counterpart  ($3,097)  in 
1970.» 

The  Spanish-surnamed  population  of  San  Antonio  represent  52.2%  of  the 
city's  total  general  public.  The  proportion  falls  to  45.3%  when  the  whole  of 
Bexar  county  is  considered  as  a  whole.  The  Negro  jpopulation  amounted  to 
8.6%  of  San  Antonio's  total  populace  in  1970  but  7.9%  of  the  total  for  Bexar 
County.  Conversely,  the  proportion  of  the  Anglo  population  increased  from  a 
flagging  second  (39.1%)  in  urban  San  Antonio  to  a  slim  lead  of  (46.8%)  as 
Bexar  County's  largest  populace.^  This  means  that  the  racial  minorities  are 
concentrated  in  the  downtown  San  Antonio  which  in  1970  contained  91%  and 
86%.  respectively,  of  the  Spanish-surnamed  and  Negro  inhabitants  of  Bexar 
County.  Consequently,  the  true  story  of  the  plight  of  the  minorities  in  Bexar 
County  can  be  primarily  garnered  by  a  scrutiny  of  the  vital  statistics  of 
San  Antonio. 


iTTnltefl  States  Public  Health  Service.  International  Comparison  of  Perinatal  and  In- 
fant Mo'-tality  :  The  United  States  and  Six  West  Eu^-opein  Countries.  (National  Center 
for  Health  Statistics,  Series  3,  No.  6)  Washington.  Government  Printing  Office,  March 
1967. 

=  TI.S.  Bureau  of  Census.  Dep't  of  Commerce.  PC(l'»-D4.'i-Texas,  1970  Census  of  popu- 
lation— Detailed  Characteristics   (Texas),  vol.  2,  table  197,  p.  2150. 

'San  Antonio  Metropolitan  Health  D'sfrict.  1972  Vital  Statistics  Report  for  Bexar 
County  and  the  City  of  San  Antonio   (1968-1972).  p.  1. 
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ESTIMATED  POPULATION,!  2   CITY  OF  SAN  ANTONIO,  1965-70 
[Figures  in  thousands] 


Spanish  surname 
'6ar  Total  (percent)  Anglo    Nonwhite  (percent) 


1960 588 

1965 682 

1966 700 

1967..... 718 

1968  (revised) 643 

1969 649 

1970 654 


244  (94.9) 

301 

43,2  (91.3) 

282  (95.9) 

349 

50, 4  (93. 0) 

290  (96. 3) 

358 

51,8  (93.3) 

297  (96.4) 

367 

53, 1  (93. 5) 

266 

329 

47,3 

269 

332 

47,7 

341  (90.8) 

256 

56,4  (85.9) 

/,i£^1o^"*°"'°  l^etropolitan  Health  District.  1972  vital  statistics  report  for  Bexar  County  and  the  city  of  San  Antonio 
(1968-72)  p.l. 

/,L^,^'io^"'°"'°  '^fitropolitan  Health  District.  1968  vital  statistics  report  for  Bexar  County  and  the  City  of  San  Antonio 
(1964-68)  p.l. 

Note.— Figures  in  parentheses  are  percent  of  Bexar  County  citizens  in  San  Antonio. 

The  Spanish-surnamed  population  has  exhibited  a  live  birth  rate  that  lias 
been  consistently  twice  the  rate  for  the  Anglo  population.  In  the  San  Antonio 
area  were  95%  to  90%  of  the  Spanish-surnamed  population  of  Bexar  County 
resided  in  1960  and  1970,  respectively,  the  live  birth  rate  was  recorded  in  the 
1964-1968  Vital  Statistics  Report  as  having  stabilized  essentially  around  28  live 
births  per  1,000  population.  However,  the  1968-1972  Vital  Statistics  Report, 
revised  to  reflect  the  1970  census  of  population,  revealed  a  rise  in  birth  rate  of 
17%.  Only  in  1970  did  the  Spanish-surnamed  achieve  the  live  birth  rate  plateau 
of  28  which  was  about  one  and  a  half  times  the  rate  of  the  Anglo  population  for 
1970  and  down  from  double  the  rate  typical  of  the  previous  five  years. 

LIVE  BIRTHS  TO  RESIDENTS  BY  RACE,»  CITY  OF  SAN  ANTONIO,  1965-70 
[Per  1,000  population] 

Year  Total  Spanish-surnamed  Anglo  Nonwhite 

1965.. 

1966 

1967 

1968  (revised) 

1969 

1970 

•  Id.  notes  3  and  4,  pp.  21  and  5,  respectively. 

A  report  of  fertility  variations  according  to  ethnic  origin  attested  to  the  high 
fecundity  of  women  of  Mexican  origin  who  are  described  as  the  most  productive  in 
the  U.S.  population.  *  Females  of  35  to  44  years  of  age  of  Mexican  descent  in 
November,  1969,  had  given  birth  to  4,425  children  for  every  1,000  of  their  female 
numbers  which  would  enable  that  population  to  double  its  numbers  in  about  one 
generation,  currently  defined  as  26  years.  Consistency  of  those  high  birth  rates 
which  exceed  those  of  the  black  population  is  not  provable  due  to  the  lack  of  uni- 
formity of  census  tabulations  for  the  population  of  Mexican  descent.  However, 
a  population  report  taken  in  1910  incidently  revealed  that  5,298  children  were 
born  to  every  1.000  population  of  Mexican  descent  and  seems  to  confirm  the  con- 
tinuance of  a  high  fertility  among  those  women.  Even  greater  increases  in  the 
Chicano  population  are  forseeable  due  to  the  greater  number  of  women  of  the 
ages  15  to  24  years  of  age  (511,000  in  1969)  compared  to  315,000  in  the  35  to  44 
years  of  age  range  in  1969. 

The  nonwhite  population  has  a  birth  rate  somewhat  lower  than  that  of  the 
Spanish  surname,  liut  it  is  about  52%  above  that  of  the  Anglo  population  in 
San  Antonio.  Nationally,  statistics  for  the  black  populace  manifest  that  3,649 
children  were  procreated  per  1.000  women  in  1969. 

The  differentials  in  birth  rates  can  be  partially  explained  bv  differences  in  the 
age  composition  of  the  three  subpopulations.  But,  this  does  not  diminish  the  need 
of  medical  knowledge  to  furnish  adequate  pre-  or  post-natal  care. 


20.6 

29.8 

12.7 

23.6 

20.2 

28.0 

13.7 

21.4 

19.9 

27.3 

13.6 

21.8 

22.2 

31.9 

14.4 

21.2 

23.2 

33.2 

15.2 

32.9 

23.9 

27.5 

19.8 

20.7 

*  [Footnote  4  not  available.] 
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LIVE  BIRTHS  TO  RESIDENTS  BY  RACE  AND  MIDWIFE  ATTENDANT,'  BEXAR  COUNTY 


Percent  in 

San 

Spanish- 

Year 

Total 

Antonio 

surname 

Percent  2 

Anglo 

Percent ' 

Nonwhite 

Percent  > 

1966 

401 

93.1 

383 

95.5 

13 

3.2 

5 

1 

1967 

336 

93.3 

321 

95.3 

14 

4.1 

I 

1968 

306 

96.4 

300 

98.1 

5 

1.6 

1 

1969 

374 

94.2 

359 

96.0 

7 

2.0 

2 

1970 

330 

93.0 

321 

97.4 

10 

3.0 

0 

1  San  Antonio  Vital  Statistics,  1968  and  1972  reports,  supra,  pp.  33  and  23,  respectively. 

2  Percentage  of  total. 

Figures  for  births  by  race  and  attendance  of  midwife  at  birth  in  Bexar  County 
reveal  the  heavy  reliance  that  is  accorded  to  the  partera  (midwife)  particu- 
larly among  the  Spanish-surnamed  who  accounted  for  95%  to  98%  of  all  births 
utilizing  midwives.  A  decline  in  their  use  was  observed  from  1966  to  1970  and 
paralleled  the  general  trend  toward  a  discontinuance  of  folk  medicine  in  the 
metropolitan  areas.  However,  this  does  nothing  to  diminish  the  fact  that  3.0 
to  4.5%  of  all  Chicano  births  were  still  being  performed  in  1970  with  a  midwife 
attending.  And  93%  to  96%  of  all  these  births  occurred  in  urban  San  Antonio. 
It  is  a  significant  number  and  indicates  how  little  the  metropolitan  medical  pro- 
fession has  penetrated  the  urban  minorities. 

That  minority  women  also  bear  illegitimate  children  in  greater  proportions 
than  do  their  Anglo  counterparts  is  indicated  by  the  vital  statistics  of  Bexar 
County.  The  1970  Census  of  Population  credited  the  Anglo  population  with  a 
slight  edge  in  population  count  (46.8%,  compared  to  the  Spanish-surname  popu- 
lation which  accounted  for  45.3%  of  Bexar  County's  general  public).  Notwith- 
standing, the  proportionate  number  of  Anglo  illegitimate  live  births  (36.7%) 
were  lower  than  those  for  the  other  two  groups.  In  the  metropolitan  area  that 
same  year  the  sum  of  Spanish-surnamed  illegitimate  births  exceeded  the  Anglo 
total  by  almost  20%. 

ILLEGITIMATE  LIVE  BIRTHS  TO  RESIDENTS  BY  RACE,'  BEXAR  COUNTY 


Year 


Total 


Spanish- 
surnamed  2 


Percent' 


Anglo  >       Percent'     Nonwhite  >         Percent' 


1966. 
1967. 
1968. 
1969. 
1970. 


1,334 

71.8 

46.2 

72.0 

35.4 

210 

18.4 

1,426 

69.7 

42.2 

81.3 

37.5 

237 

20.3 

1,588 

74.1 

42.3 

97.6 

41.6 

240 

16.2 

1,774 

73.0 

39.3 

96.5 

40.4 

304 

17.1 

1,843 

80.5 

43.9 

89.5 

36.7 

276 

20.3 

>  Id.  pp.  33  and  32,  respectively. 

2  Illegitimate  live  birthrate  (per  1,000  live  births). 

'  Percent  of  total  illegitimate  births. 


For  illegitimate  live  birth  rates  the  nonwhite  population  overwhelmingly  lead 
the  statistics  to  the  extent  that  from  19%  in  1965  to  32%  in  1969  of  its  newborn 
were  illegitimate.  And  the  proportion  continues  to  increase.  Such  figures  strongly 
suggest  that  birth  control  information  and  contraceptive  devices  are  not  equitably 
communicated  to  the  minority  communities.  A  comparative  ease  of  access  for 
the  Anglo  population  to  such  knowledge  has  facilitated  the  adjustment  to  the 
burgeoning  change  in  sexual  attitudes.  The  conversion  in  sexual  mores  equally 
affects  the  poorer  and  the  minority  communities.  But  due  to  the  traditional  es- 
trangement from  the  medical  profession,  they  are  less  able  to  cope  with  the 
consequences. 

Unwanted  fertility  is  hie-hest  among  those  whose  level  of  education  and  in- 
come are  lowest.  Mainly  du!e  to  differences  in  education  and  income  and  general 
exclusion  from  the  socio-economic  mninstream — unwanted  fecundity  weighs 
most  heavily  on  certain  minority  groups  in  the  United  States.  And  it  is  inevitable 
that  many  unwanted  births  become  unwanted  children  for  which  the  social, 
health,  and  psychological  costs  are  enormous. 
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CITY  OF  SAN  ANTONIO;  ILLEGITIMACY  PERCENTAGE  OF  LIVE  BIRTHS 

[In  percent] 


5.8 

7.0 

18.8 

7.3 

7.45 

21.9 

7.15 

8.65 

24.7 

7.54 

7.01 

24.6 

7.32 

6.29 

32.2 

8.12 

6.18 

29.4 

Total  Spanish-surname  Anglo  Nonwhite 

1965 

1966 

1967 

1968 

1969 

1970 

ijd. 

Death  rates  like  birth  rates  can  give  a  picture  of  the  relative  health  status 
of  a  population.  The  Chicano  populace  of  Bexar  County  had  the  lowest  death 
rate  5.0  in  1970.  The  Anglo  population  has  the  highest  death  rate  (8.4).  And  the 
nonwhite  population  had  an  intermediate  7.5  deaths  per  1,000  populace.  But  these 
figures  can  be  misleading,  especially  if  one  is  examining  trends  or  comparing 
different  populations,  because  of  differences  in  population  size  and  in  the  age  and 
sex  composition  of  the  population  studied.  For  example  though  the  Anglo  con- 
stituted only  39%  of  the  population,  approximately  60%  of  the  total  metropolitan 
populace  over  55  years  of  age  was  Anglo  which  accounts  largely  to  the  higher 
death  rate. 

DEATH  RATES  BY  ETHNIC  GROUPS.i    BEXAR  COUNTY 

[Rate  per  thousand  population] 


Year  Spanish-surname  Anglo  Nonwhite 

1966 5.5  7.0  9.4 

1967... 5.8  8.6  10.2 

1968 6.1  7.2  9.6 

1969 5.8  7.2  9.7 

1970 5.0  8.4  7.5 


•San  Antonio  reports,  1968  and  1972,  supra,  pp.  36  and  35,  respectively. 


For  the  five  year  period  since  1965  the  Chicano  rate  dropped  a  substantial 
18%  from  the  1968  peak  of  6.1.  The  Anglo  rate  was  higher  and  tended  to  remain 
there.  In  1970  the  Anglo  rate  had  climbed  again  to  almost  the  peak  attained  in 
1976. 

But  the  nonwhite  polity  endured  the  highest  total  morbidity  rate  until  1969. 
From  a  peak  of  10.2  in  1967  it  had  fallen  to  a  level  in  1970  (7.5)  second  to  that 
for  the  Anglo  population  (8.4). 

More  valuable  information  is  provided  by  examining  characteristic-specific 
death  rates.  In  the  1965-1970  period  data  was  not  available  for  computing  the 
number  of  deaths  in  a  given  age  category  for  each  indigena.  But  a  survey  of 
fetal,  neonatal,  and  infant  mortality  rates  released  allow  an  assessment  of  the 
wellbeing  of  the  overall  ethnic  inhabitancy.  Death  rates  of  young  children  often 
are  the  single  most  sensitive  indicator  of  the  health  standards  of  a  community. 
Infant  mortality  refers  to  deaths  of  babies  under  one  year  of  age.  Neonatal 
mortality  relates  to  loss  of  life  in  the  first  twenty-eight  days  after  birth. 

FETAL  DEATH  RATES  BY  ETHNIC  GROUP,i  SAN  ANTONIO 
[Per  thousand  live  births] 


Year 

Percent  of 

Bexar  County 

fetal  deaths 

in  San  Antonio 

Spanish- 
surnamed 

Anglo 

Nonwhite 

1968 

1969 

1970 

95.4 

85.3 

85.4 

20.2 
20.1 
16.5 

14.6 
11.5 
11.3 

28.0 
32.0 
22.3 

1  San  Antonio  report,  1972,  p.  34. 


16.5 

15.1 

34.2 

15.7 

17.2 

31.8 

16.4 

13.8 

45.8 

16.5 

15.1 

32.0 

13.1 

13.9 

18.5 
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Fetal  death  rates  (death  of  the  fetus  in  utero)  in  the  city  of  San  Antonio 
accounted  for  95%  of  those  transpiring  in  Bexar  County  in  1968  (85%  in 
1970).  Again  the  urban  minorities  were  revealed  to  be  shouldering  the  onus  of 
the  statistics.  Though  they  represented  only  61%  of  the  total  metropolitan 
community,  the  Spanish-surnamed  and  nonwhite  people  endured  75%  of  those 
cessations  of  life  in  the  womb.  The  Chicano  fetal  deaths  per  1,000  live  births 
exceeded  the  Anglo  rate  by  38%,  75%,  and  46%,  respectively,  in  the  years  1968 
through  1970.  Correspondingly,  rates  for  the  nonwhite  peoples  were  twice  (and 
sometimes  three  times)  the  rate  tabulated  for  the  Anglos  in  San  Antonio.  Non- 
white  mothers  in  the  inner-city  barrios  and  black  ghettos  are  less  likely  than 
white  mothers  to  have  adequate  prenatal  care.  Consequently  nonwhite  children 
are  more  likely  to  be  born  prematurely  and  to  die  in  the  first  year  of  life.  And 
the  result  is  higher  death  rates  for  unborn  children. 

Perusal  of  Bexar  County  neonatal  mortality  (deaths  in  the  first  twenty-eight 
days  after  birth)  and  infant  mortality  rates  also  reflect  the  results  of  insuflS- 
cient  pediatric  service  to  the  lower  socioeconomic  groups  who  are  predominantly 
Spanish-speaking  and  black.  Regular  health  care  during  the  first  year  of  life 
is  fundamental  to  preventing  or  correcting  those  illnesses  that  can  handicap 
a  child  for  the  rest  of  his  life. 

NEONATAL  MORTALITY  RATES  BY  ETHNIC  GROUP,'  BEXAR  COUNTY 
[Per  thousand  population] 

Spanish- 
Year  surname  Anglo  Nonwhite 

1966 

1967 

1968 

1969 

1970 

'  San  Antonio  reports,  1968  and  1972,  pp.  34  and  44. 

Neonatal  death  statistics  for  1966  to  1970  disclose,  that  the  Spanish-surnamed 
inhabitants  sustained  a  ratio  8  to  9%  above  that  of  the  Anglo  who  experienced 
a  precipitate  drop  of  almost  20%  in  1968.  From  1966  to  1969  about  half  of  all 
neonatal  deaths  in  San  Antonio  were  of  Mexican  descent.  In  terms  of  1,000 
population  the  nonwhite  public  abided  an  even  heavier  toll.  For  the  same 
interval  the  rate  averaged  200%  that  experienced  by  the  Anglo  populace  and 
in  1968  reached  300%.  A  dramatic  reduction  of  the  neonatal  mortality  was 
achieved  in  1970  but  hovered  above  the  Anglo  rate  by  30%.  Subsequent  annual 
figures,  nevertheless,  portend  fMrther  increases  in  moribundity.  Figures  for 
neonatal  moribundity  are  usually  higher  than  for  any  age  group  except  for 
the  aged.  They  are  the  single  most  sensitive  indicator  of  the  health  standards 
in  a  population. 

Data  attributing  neonatal  deaths  to  census  tracts  demonstrates  the  concen- 
tration of  the  deaths  in  places  of  high  Spanish-surnamed  and  nonwhite  num- 
erations. If  the  fourteen  subdivisions  registered  high  numbers  of  neonatal 
deaths  in  1972  nine  consisted  of  Spanish-speaking  enumeration  of  75%  to  98%. 
Four  of  those  plots  were  contained  high  black  populations  and  were  located 
just  south  of  the  Fort  Sam  Houston  area.  Clearly  public  health  measures  should 
be  concentrated  in  those  two  areas  to  provide  regular  postnatal  care  for  the 
mothers  and  their  children. 

Reduction  of  the  death  rate  in  the  first  month  of  life  has  dropped  much  slower 
than  the  infant  moribundity  ratios.  Most  of  the  reduction  in  national  infant 
mortality  quotas  has  been  largely  accomplished  through  the  prevention  of 
infectious  and  gastrointestinal  disease.  Improved  sanitation  and  standard  of 
living,  better  nutrition,  important  discoveries  in  medicine,  more  and  better 
hospital  care  and  other  health  services  have  contributed  greatly  to  the  saving 
of  life.  But  these  ameliorations  have  not  been  extended  to  all  of  the  people 
in  the  United  States.  The  barrios  of  San  Antonio  lag  behind  the  country  as  a 
whole  in  the  abatement  of  infant  mortality  rates.  In  1967  the  national  pro- 
portion was  19.7  deaths  per  1,000  live  births  and  was  9%  below  the  Soanish- 
surnamed  number  and  55%  below  the  nonwhite  rate  of  San  Antonio.  Minority 
communities  more  removed  by  economic  realities  and  cultural  misunderstand- 
ings have  suffered  a  heavier  toll. 
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INFANT  MORTALITY  RATES  BY  ETHNIC  GROUP.i  BEXAR  COUNTY 
[Rate  per  thousand  live  births] 


26.0 

18.8 

44.5 

21.5 

21.0 

43.3 

22.4 

18.2 

56.0 

22.8 

17.7 

42.1 

19.5 

16.1 

27.0 

Year  Spanish-surname  Anglo  Nonwhite 

1966 

1967 

1968 

1969 

1970 '..'.'..... 

»San  Antonio  reports,  1968  and  1972,  pp.  35  and  45,  respectively. 

In  the  year  1966  the  Spanish-surnamed  had  a  infant  mortality  rate  that  was 
38%  higher  than  that  for  the  white  population.  The  nonwhite  populace  pace  ex- 
ceeded the  Anglo  ratio  by  137%.  1967  evidenced  a  slight  drop  in  the  minority 
tolls.  But  in  1968  again  an  increase  was  recorded  by  both  the  Chicano  and  Negro 
communities.  Contrariwise,  the  Anglo  proportion  continued  to  drop  and  achieved 
the  lowest  rate  in  3  years.  The  Negro  population  registered  their  lowest  rate  in 
1970  with  a  25%  drop  from  the  1968  level  which  was  the  highest  rate  endured  by 
any  group  during  the  four  year  span  from  1966  to  1970.  The  consistent  improve- 
ment in  the  Anglo  infant  mortality  rate  perservered  while  concomitantly  a  dra- 
matic recovery  was  observed  for  minority  children.  For  every  1,000  live  births 
the  Negro  infant  population  proportionately  suffered  more.  The  Spanish-surnamed 
people  due  to  their  numbers  accounted  numerically  for  56%  of  all  babies  dying 
under  one  year  of  age  while  the  Anglos  endured  34%  of  all  deaths  compared  to 
the  nonwhite  tally  of  10%. 

A  category  for  communicable  disease  was  added  in  the  1972  report  issued 
by  the  San  Antonio  Metropolitan  Health  District.  Furnishing  information  on 
bases  of  ethnic/racial  group  vouchsafes  an  additional  exploration  of  the  health 
picture  of  the  metropolitan  minorities.  Once  again  the  vulnerability  of  the  barrio 
and  ghetto  dwellers  is  exposed.  The  higher  incidence  of  each  tabulated  disease 
can  be  observed  to  ferment  with  an  alacrity  that  is  eccentrically  restricted  to 
those  areas  of  the  city.  Data  for  tuberculosis,  diphtheria,  and  venereal  disease 
underscore  the  need  for  provident  medical  care  for  those  who  are  least  able  to 
deal  with  the  afflications  that  selectivity  strike  them  the  hardest. 

The  Metropolitan  Health  District  of  San  Antonio  issues  vital  statistic  reports 
for  both  the  City  of  San  Antonio  and  Bexar  County.  In  assessing  the  overall 
health  of  both  populations  it  has  laid  more  emphasis  on  reporting  communicable 
diseases.  In  the  1964^1968  report  only  active  tuberculosis  cases  were  reported. 
In  the  1968-1972  report  communicable  diseases  as  a  new  category  composed 
almost  one  third  on  the  entire  study.  Diphtheria  and  the  venereal  disease  case 
figures  were  also  given. 

Tables  on  racial  specific  rates  point  out  that  the  Spanish-surnamed  and  the 
nonwhite  in  Bexar  County  accounted  for  most  of  the  suffering  from  the  com- 
municable diseases  and  are  in  most  need  of  coordinated  measures  for  eradicating 
the  affliction. 

The  statistics  on  tuberculosis  show  a  very  high  frequency  of  cases  among  the 
Spanish-surname  population.  Although  they  constituted  from  37%  of  the  total 
Bexar  County  population  in  the  1965-1968  period  to  45%  in  the  19R8-1970' 
duration,  they  have  accounted  for  67  to  71%  of  all  active  tuberculosis  cases 
reported.  These  numbers  are  twice  those  for  the  Anglo  majority  which  consisted 
of  from  58%  to  47%  of  the  total  public. 

NEW  ACTIVE  TUBERCULOSIS  CASES  BY  ETHNIC  GROUP,«  BEXAR  COUNTY 


Spanish- 

Year 

surnames 

Percent ' 

Anglo  < 

Percent ' 

Nonwhite  2 

Percent ' 

1966 

67.1 

52.2 

29.1 

15.2 

3.8 

16.2 

1967 

66.7 

69.1 

26.9 

18.8 

6.3 

35.2 

1968 

68.7 

75.1 

22.8 

16.7 

8.5 

50.4 

1969 

67.4 

63.8 

23.0 

14.7 

13.1 

67.1 

1970... 

71.0 

46.3 

24.5 

15.4 

4.5 

16.8 

>  Id.  pp.40  and  9, 

,  respecti 

vely. 

2  Percent  of  annual  total. 

3  Rate  per  100,000  population. 

<  [Not  supplied.] 
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The  Spanish-surname  rate  of  active  T.B.  cases  was  consistently  high  ranging 
between  52.2  to  75.1  for  the  four  years  preceding  1970.  Then,  the  rate  was  reduced 
to  46.3  new  active  cases  per  100,000  population,  but  this  was  still  almost  treble  the 
Anglo  rate.  While  the  disease  has  been  eccentrically  high  for  the  nationalities, 
the  Anglo  tubercular  rates  remained  around  14  to  19  per  100,000  population. 
Consequently,  23  to  29%  of  all  cases  annually  reported  were  Anglo  in  origin. 

The  nonwhite  community  which  is  primarily  black  in  composition  accounted 
for  7  to  8%  of  the  total  number  of  people  in  Bexar  County.  Of  total  cases  reported 
the  Negro  public  provided  from  4%  to  a  high  of  13%  in  1967.  But  a  comparison 
of  tuberculosis  rates  for  successive  years  show  that  the  number  of  new  active 
cases  per  100,000  population  more  than  quadrupled  from  the  year  1966  to  1969. 
However,  the  year  1970  showed  that  they  were  the  most  amended  with  an  incle- 
ment drop  in  case  rate  to  a  level  comparable  to  that  of  the  Anglo  group. 

Since  the  health  district  renditions  gave  incidence  numbers  by  census  tracts, 
an  insight  into  the  site  specificity  of  tuberculosis  can  be  gained  by  correlating 
them  with  the  relative  popular  constitution  of  each  subdivision  and  with  the 
barros  as  a  whole.  Most  of  the  minorities  of  Bexar  County  are  concentrated  in  the 
City  of  San  Antonio  for  the  Spanish-surnamed  :  96%  in  1965  and  91%  in  1970  and 
the  nonwhite  population:  93%  in  1965  and  86%  in  1970). 

In  census  tracts  (using  1960  census  tract  numerical  notation)  with  high  con- 
centrations of  persons  of  the  Spanish  language,  exorbitant  numbers  of  new 
active  tuberculosis  cases  were  reported  in  the  consecutive  years  of  1964  through 
1968.  Census  tracts  could  be  annually  ranked  in  terms  of  highest  number  of  new 
active  tuberculosis  cases  reported.  A  consistent  pattern  emerged  and  showed  that 
certain  census  tracts  tended  to  have  bursts  of  activity  for  tuberculosis  over  the 
four  year  span.  These  subdivisions  contained  predominately  people  of  the 
Spanish  language  as  categorized  by  the  1970  Census  of  Population. 

Census  tract  forty-three  which  is  in  the  very  heart  of  San  Antonio  persistently 
appeared  as  a  leader  in  number  of  rases  reported.  For  the  year  1972  it  had  the 
second  highest  number  of  reported  new  active  T.B.  cases.  Bounded  by  Chihua- 
huan,  Zarzamora,  Commerce,  and  Brazos  streets,  this  census  tract  is  contiguous 
with  subdivisions  thirty-three  and  forty-two  which  exhibited  parallel,  though 
slightly  less,  activity.  Tracts  58,  34,  and  35  almost  complete  the  closure  about 
this  center  of  activity.  The  appearance  of  census  tract  44  with  the  highest 
number  of  new  active  cases  in  1972  closed  the  perimeter  about  plot  43.  This 
substantiated  the  continued  prominence  of  the  area  in  tubercular  virulence 
although  the  overall  incidence  had  dropped  43%  in  the  eight  year  period. 
Subdivision  43  or  one  of  its  contiguous  neighbors  has  annually  lead  the  county 
in  the  number  of  tubercular  infections  reported.  Correspondingly,  98%  of  the 
census  tract  43  are  peonle  of  the  Spanish  laneuage.  And  those  tracts  that  encircle 
it  had  similar  compositions  ranging  from  75  to  89%  on  the  north  side  to  94  to 
99%  on  the  south  side.  This  information  confirms  the  high  incidence  of  new  and 
active  tuberculosis  among  the  concentrations  of  Spanish-surnamed  people. 

CENSUS  TRACTS  WITH  HIGHEST  NUMBERi  OF  ACTIVE  TUBERCULOSIS  CASES,  BEXAR  COUNTY 


1964 

1965 

1966 

1967 

1968 

1972 

33  (26) 

34  (15) 

42  (11) 

58  (17) 

34  (17) 

44 

58  (22) 

58  (13) 

43 

43  (16) 

41  (15) 

42  (13) 

38 

34  (14) 

43  (14) 

20(7) 

45  (12) 

45 
60  <" 

79  (11) 

35  (13) 

58 

43 

35  (10) 

33 

40  (12) 

43(6) 

(11) 

(10) 

70 

33 

44 
(8) 

42 

56 
(11) 

22 

40(9) 

81 

59 

42 

65 
35  <6, 

Md.  pp.  20-21  and  11. 

Note.— Figures  in  parentheses  are  number  of  tuberculosis  cases  reported.  Tract  numbersarethose  used  in  1960  census 
of  population. 
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FREQUENCY  OF  CERTAIN  CENSUS  TRACTS  IN  POSTING  1  OF  THE  5  >  HIGHEST  NEW  ACTIVE  TUBERCULOSIS  TALLIES 

IN  1964-68,  BEXAR  COUNTY 


Once  Twice  Thrice  Fourth  Fifth 


61  (77) 

45  (77) 

58  ( 

56  (92) 

40  (98) 

34  1 

59  (94) 

35 

41  (93) 

79 

38  (64) 

44  (98) 

81  (83) 

65  (88) 

33  (89)  43  (98) 


75) 

96)  42  (99) 


1  Id.  pp.  20-21  and  11. 

Note.— Figure  in  parentheses  are  in  percent. 

Percentages  refer  to  proportion  of  people  of  Spanish  language  in  the  census 
tract  according  to  1970  Census  of  Population. 

An  epidemic  of  diphtheria  in  1970  caused  the  Metropolitan  Health  District 
to  release  figures  on  the  disease  retroactive  to  1969.  The  total  number  of  cases 
multiplied  by  more  than  twelve  and  a  half  times  in  1970.  Ninety-five  percent  of  the 
cases  in  Bexar  County  occurred  in  urban  San  Antonio. 

The  rate  of  cases  per  100,000  Chicano  population  was  ten  times  the  rate  for  the 
Anglo  comonality  which  was  relatively  untouched  by  the  disease.  The  Negro 
population  in  1970  experienced  a  case  rate  three  times  that  of  the  Anglo  popula- 
tion and  accounted  for  11.5%  of  the  total  number  of  cases  reported.  A  rapid 
reduction  in  the  case  rate  occurred  for  the  Negro  population  in  1971  and  1972. 

During  the  pandemia  the  Latino  group  experienced  between  80%  and  94%  of 
the  reported  cases  of  diphtheria  occurring  in  San  Antonio.  And  94%  to  100%  of 
all  the  cases  in  Bexar  County  happened  in  San  Antonio.  When  the  contagion 
subsided,  recovery  in  the  Chicano  community  proceeded  much  slower  than 
for  the  remainder  of  the  city.  The  disease  is  primarily  a  killer  of  infants  and 
children  in  underdeveloped  countries  where  immunization  is  not  practiced. 
And  in  the  city  Spaninsh-surnamed  young  suffered  the  most.  Statistics  demon- 
strated that  70%  of  the  cases  during  the  epidemic  were  children  between  the 
ages  of  1  and  14  years. 

DIPHTHERIA  CASE  RATE  BY  ETHNIC  GROUP,'  BEXAR  COUNTY,  1969-72 
[Rates  per  thousand  population] 


Spanish-surname 

Anglo 

Nonwhite 

Year 

Percent  of  total 

Rate 

Percent  of  total 

Rate 

Percent  of  total 

Rate 

1969 

93.7 

4.89 

0 

0 

6.25 

1.77 

1970 

80.6 

43.08 

8.5 

4.37 

11.5 

33.53 

1971 

94.3 

12.74 

1.9 

.25 

3.8 

2.98 

1972 

88.4 

7.66 

8.8 

.74 

2.9 

1.46 

'  San  Antonio  report,  1972,  p.  13. 

Statistics  on  venereal  disease  in  Bexar  County  indicated  nonwhites  and  people 
of  the  Spanish  language  had  the  highest  rates  per  10,(XX)  population.  And  the 
nonwhites  of  Bexar  County  are  almost  100%  black.  From  1968  to  1970  the  prev- 
alence of  gonorrhea  ranged  from  seventeen  to  almost  forty-four  times  the 
rate  for  the  Anglo  population  who  comprised  in  1970  forty-seven  percent  of  the 
population  to  the  eight  percent  black  population. 

Simultaneously,  the  gonorrhea  rate  for  the  Latino  population  dropped  from  a 
multiple  of  six  to  two  and  a  half  of  the  Anglo  population.  In  terms  of  actual 
numbers  thirty  to  forty  percent  of  gonorrhea  cases  reported  were  Spanish- 
surnamed  people.  Conversely,  the  black  population  accounted  for  forty-seven 
percent  to  fifty-four  percent  of  the  total  number  of  cases  for  the  1968-1970  period 
when  the  total  number  of  cases  almost  doubled   (1.8  times). 
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GONORRHEA  CASE  RATE  BY  ETHNIC  GROUP.i  BEXAR  COUNTY 
(Rate  per  10,000  population] 


Year 

Spanish-surname 

Anglo 

Nonwhite 

1968 

1969 - - 

1970 

239.0    9.4 

229.7    8.5 

..       236.3  12.6 

2  9.5  1.5 
2 14. 5  3. 2 
2  40.3  5.6 

2  51.5  67.4 
2  53. 8  84. 0 
2  47.1  93.8 

1  San  Antonio  report,  1972,  p.  15. 

2  Percent  of  total  cases  reported  in  Bexar  County. 


The  syphilis  case  rate  was  also  highest  among  the  blacks.  In  relation  to  the 
Anglos  the  ratio  for  syphilis  was  somewhat  higher  than  the  gonorrhea  case 
rate.  It  dropped  from  forty-six  times  in  1968  the  Anglo  rate  to  twenty-two  times 
in  1970.  The  Spanish-surname  syphilis  case  rate  in  turn  ranged  from  eight  to 
ten  times  the  case  rate  for  the  Anglo  polity. 


SYPHILIS  CASE  RATE  BY  ETHNIC  GROUP,'  BEXAR  COUNTY 
(Rate  per  10,000  population] 


Year 

Spanish-surname 

Anglo 

Nonwhite 

1968 

1969 

1970 

250.4  6.2 

254.4  8.6 

262.18.6 

27.4  0.6 

2  10.5  1.1 

2  8.0  1.1 

2  42.3  27.9 
2  35. 3  30, 4 
2  30.0  23.9 

1  San  Antonio  report,  1972,  p.  15. 

2  Percent  of  total  cases  reported  in  Bexar  County. 


The  black  syphilis  case  rate  was  highest ;  however,  the  Spanish-surnamed  by 
dint  of  their  greater  numbers  accounted  for  most  of  the  cases  of  syphilis  which 
increased  by  42%  in  two  years  since  1968.  Parallelling  this  rise  in  incidence  was 
the  Spanish-surname  contribution  to  the  total  which  was  inflated  23%  above 
the  1968  level.  The  syphilis  case  rate  for  the  other  populations  remained  fairly 
stable  (around  8  for  the  Anglos)  or  dropped  (around  29%  for  the  nonwhites). 

A  study  of  contagion  by  census  tracts  for  1972  establishes  that  the  highest 
syphilitic  infections  occurred  in  subdivisions  with  high  Spanish-surname  popula- 
tion. On  the  other  hand  census  tracts  with  high  densities  of  Negroes  had  the 
highest  gonorrhea  case  rates. 

The  thirteen  census  tracts  registering  the  highest  number  of  new  syphilitic 
cases  in  1972  (excepting  census  tracts  49  and  50)  were  overwhelmingly  Spanish- 
surnamed  in  population  (80%  to  99%).  In  other  words  8%  of  the  census  tracts 
reported  44%  of  the  cases  of  syphilis. 

For  gonorrhea  the  black  population  more  heavily  populated  those  census  tracts 
(40  to  90%)  which  reported  the  thirteen  highest  number  of  cases  in  1972.  49% 
of  the  reported  cases  of  gonorrhea  appeared  in  8%  of  the  census  tracts  which 
were  predominantly  located  in  the  southeastern  portion  of  downtown  San 
Antonio.  Five  of  those  census  tracts  were  located  in  the  southwestern  portion  of 
the  city  and  have  manifested  high  tuberculosis  rates  as  described  earlier. 
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Census  tracts  with  most  syphilis  cases 


Census  tracts  with  most  gonorrhea  cases ' 


(18)  33  89% 

(14) 

44  98% 
50  86%* 

(13) 

42  99% 

43  98% 

(11)  79  96% 

34  86% 

(10) 

49  91%* 
40  98% 

(9)  58  98% 

54  66% 

(8)  69  46%, ' 

»4%* 

35  75% 

143  ( 

:ases 

13 

—  = 

=  7.8%  of  census  tracts 

167 

143 

- 

=  44. 1%  of 

syphilis  cases 

324 

(158)  50  86%* 

(107)  35  75% 

(84)  49  91%* 

.73.  27  96%* 
^">  48  56%* 

(70)  69  46%,  44%* 

(63)  54  66%, 

(54)  28  50%* 

(51)  34  86% 

(42)  38  64% 

(39)  42  82%* 

(38)  70 

(36)  52  50%* 

888  cases 

13 

=7.8%  of  census  tracts 

167 

888 

=  47.6%  of  gonorrhea  cases 

1867 

NOTES 

Figures  in  parentheses  denote  number  of  cases  reported. 

Percentages  refer  to  size  of  Spanish-speaking  population.  (Asterisk  follows  blaci^  population  ratios.) 

1  Id.  pp.  18-19. 

Tract  Comparability:  1960  to  1970 

(Only  part  of  the  area  was  tracted  in  1960.  The  tables  list  only  those  census 
tracts  for  which  the  boundaries  or  identification  changed  between  1960  and  1970.) 


Bexar  County,  Tex. 


I960  tract 


1970 
tract 


1960  tract 


1970 
tract 


0001 1  1912,  1  1913,  1  1914 

0002 1208,  1  1209,  1  1210,  1  1212 

0003 1207 

0004 1909 

0005 1910 

0006 1809,  1  1810,  1  1811,  1  1812 

0007 1  1806,  1  1807,  1  1814,  1  1815 

0008 1802 

0009 1906 

0010 1907 

0011 1206 

0012 1  1205 

0013 1202 

0014 1903 

0015 1904 

0016 1905 

0017 1801 

0018 1803 

0019 1804 

0020 1805 

0021 1713,  1  1712 

0022 1707 

0023 1706 

0024 1705 

0025 1901 

0026 1902 

0027 1308,  1309,  1310,  1  1315 

0028 1307 

0029 1110 

0030 1109 


0031 1108 

0032 1107 

0033 1106 

0034 1701 

0035 1704 

0036 1708 

0037 '  1712 

0038 1714,  1715,  '  1716 

0039 1711 

0040 1710 

0041 1709 

0042 1703 

0043 1702 

0044 1105 

0045 1104,  '  1103 

0046 1101 

0047 1102 

0048 1301 

0049 1306 

0050 1305 

0051 1302 

0052 1303 

0053 1401 

0054 1103 

0055 1502 

0056 1 501 

0057 1602 

0058 1601 

0059 1605 

0060 1606 
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I960  tract 


1970 
tract 


1970 
tract 


0061    1607,11614 

0062 1604 

0063 1603 

0064 1504 

0065 1503 

0066 1402,  1403 

0067 1404 

0068 1405 

0069 1304 

0070 1311,  1312,  1313 

0071 1412,  1413,  1414 

0072 1406 

0073 1407 

0074 1409 

0075 1408 

0076 1508 

0077 1507 

0078 1506 

0079 1505 

0080 1609 

0081 1511 

0082 1510 

0083 1509 

0084 1410 

0085 1411 

0086 1416,  11417 

0087 1518,  11519 

0088 1516,1517,  il519 

0089 1515 

0090 1514 

0091 1512,  1513 

0092 nciO,  11611 

B-0093 1201,  11205 

B-0094 1415 

B-0095 1608 

B-0101 1211, 

11209,  11210,  11212,  '1913 


B-0102 1213,  1214 

B-0103 11315 

B-0104 1314 

B-0105 11417 

B-0106 11519 

B-0107 1520 

B-0108 1612,  1613,  1 1610,  1I6II 

B-0109 11614 

B-0110 1717,   1718,   1719,     1 1716 

B-OUl 1813, 

1816,  1817,  1818,  11806,  1 1807, 
11810,  11811,  11812,  11814, 
11815 

B-0112 1915, 

11812,  11912,  11913,  11914 

B-0113 11917 

B-0114 1218 

B-0115 1215,  1216,  1217 

B-0116 1317 

B-0117 1316 

B-0118 1318 

B-0119 1418,  1419 

B-0120 1521,  1522 

B-0121 1619,  1620 

B-0122 1615,  1616,  1617,  1618 

B-0123 1720 

B-0124 1821 

B-0125 1819,  1820 

B-0126 1916 

B-0127 1219,    11917 

OP-0098 1908 

AH-0097 1203 

RH-0100 1808 

CH-0099 1911 

TH-0096 1204 

1  Part. 


I.    INTEODUCTION 

It  is  a  fact  of  mouern  life  that  adequate  medical  care  is  a  necessity ;  yet,  this 
necessity  is  clearly  beyond  the  means  of  many  individuals.  For  the  wealthy  for 
whom  cost  is  no  consideration,  their  choice  is  limited  only  by  their  personal 
preference.  But  for  the  medically  indigent  plaintiffs,  their  choice  is  limited 
to  whatever  individual  doctor  will  do  an  "act  of  charity"  or  to  whatever  charitable 
institution  can  find  time  and  space  to  minister  to  their  needs.  Similarly,  those 
who  are  neither  rich  nor  poor,  the  clerk  in  the  store,  the  union  member,  the 
postman,  still  find  the  cost  of  purchasing  these  vital  necessities  an  onerous 
burden  upon  the  family  budget.  A  serious,  protracted  illness  oft-times  imposes  on 
a  family,  a  debt  that  requires  many  years  to  pay  off. 

At  the  outset,  a  clear  distinction  must  be  drawn  between  the  art  of  healing  and 
the  financial  arrangements  whereby  the  medical  consumer  purchases  these  vital 
.services.  The  art  of  healing  is  a  systematic  body  of  techniques  and  skills  which 
are  used  in  the  diagnosis,  treatment  and  prevention  of  human  illness.  The  finan- 
cial arrangements  whereby  medical  consumers  purchase  health  and  medical  serv- 
ices are  the  dollar  and  cents  contractual  relationships  between  the  consumer  and 
the  doctor  whereby  the  doctor  is  paid  for  his  services.  In  the  United  States,  there 
exists  myriad  t.vpes  of  payment  sy.stems. 

As  becomes  apparent,  the  state  regulation  of  the  art  of  healing  and  its  various 
correlatives,  the  fitness  of  individuals  to  practice  medicine,  the  sanctity  of  the 
doctor-patient  relationship,  is  distinct  from  the  various  state  sanctioned  finan- 
cial schemes  whereby  an  individual  pays  a  doctor  for  his  services.  This  legal 
challenge  to  certain  Texas  statutes  in  no  way  tampers  with  the  art  of  healing  or 
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any  of  its  correlatives.  It  does  seek  a  restructuring  of  payment  scheme  involved 
in  purchasing  medical  services ;  it  seeks  a  restructuring  consonant  with  the  First 
Amendment  to  the  United  States  Constitution.  Plaintiffs  challenge  the  monopo- 
listic Texas  system  which  bestows  upon  one  group,  the  doctors,  the  exclusive 
right  to  form  non-profit  health  and  medical  care  corporations  and  thereby  con- 
trol the  fiscal  arrangements  whereby  these  vital  services  can  be  purchased. 

In  San  Antonio,  Bexar  County,  Texas  a  serious  shortage  of  health  and  medical 
care  exists  as  Part  II  of  this  brief  documents.  This  shortage  is  felt  most  severely 
by  the  low  income  poverty  groups ;  traditionally  in  Texas,  Mexican-Americans 
and  Blacks.  This  lawsuit  is  meant  to  ameliorate  the  health  care  situation  of  these 
minorities  by  removing  unduly  restrictive  laws  which  are  an  absolute  prohibi- 
tion on  the  rights  of  these  groups  and  others  to  associate  for  the  purpose  of 
developing  alternative  modes  of  paying  for  health  and  medical  care. 

Plaintiffs  challenge  to  the  statutes  herein  is  predicated  upon  the  First  Amend- 
ment to  the  United  States  Constitution  which  guarantees  to  the  citizenry  freedom 
to  associate.  The  Texas  statutes  challenged  are  an  absolute  bar  to  citizens  w'ho 
are  not  doctors  from  associating  for  the  purpose  of  forming  a  non-profit  health 
care  corporation. 

Plaintiffs  also  challenge  these  statutes  on  the  grounds  they  are  violative  of  the 
equal  protection  clause  of  the  Fourteenth  Amendment  to  the  United  States  Con- 
stitution. Said  statutes  violate  the  United  States  Constitution  in  that  they  deny  to 
laymen  the  right  to  incorporate  health  care  corporations  while  granting  an  ex- 
clusive monopoly  to  the  medical  profession  to  incorporate  said  corporations. 
Plaintiffs  contend  that,  as  a  matter  of  law,  the  State  can  show  no  rational  pur- 
pose nor  any  compelling  interest  that  is  being  furthered  by  giving  the  medical 
profession  an  absolute  monopoly  on  the  financial  arrangements  whereby  medicaL 
consumers  purchase  these  vital  services. 

Further.  Plaintiffs  contend  that  the  Texas  statutes  are  violative  of  the  due 
process  clause  of  the  Fourteenth  Amendment  since  they  deny  citizens  the  bene- 
fits of  Federal  statutes,  42  USC  246.  Since,  in  Texas,  only  members  of  the  medical 
profession  have  the  state-given  right  to  form  health  care  corporations ;  laymen, 
by  operation  of  state  law,  are  therefore  precluded  from  receiving  these  funds, 
under  these  federal  statutes,  for  the  purpose  of  forming  health  care  corporations. 

Plaintiffs  also  challenge  certain  provisions  of  the  Texas  State  Medical  Licens- 
ing Act  as  construed  by  the  State  Courts  of  Texas.  These  provisions,  which  deny 
to  the  citizenry  the  right  to  hire  licensed  members  of  the  medical  profession  on 
.salary,  are  violative  of  the  First  Amendment  to  the  United  States  Constitution 
which  guarantees  freedom  of  association. 

Plaintiffs,  in  Part  TI  of  this  brief  have  shown  the  serious  nature  of  the  health 
and  medical  position  of  low  income  people  in  Texas.  It  is  against  this  back- 
ground that  the  law.s  herein  challenged  operate  to  deny  the  citizenry  the  right 
to  form  their  otati  non-profit  health  care  corporations.  Although  the  problem 
of  skyrocketing  henlth  and  medical  care  costs  is  nationwide  in  scope,  it  is  par- 
ticularly acute  for  the  low  income  people  of  Texas. 

OEO  POVERTY  GUIDELINES  FOR  ALL  STATES  EXCEPT  ALASKA  AND  HAWAII 

Honfarm  Farm 

Family  size  Family  Family 

1 

2_ "  " 

3.._. "  

4 

5 " "' 

6 ...'.         

7... _ V/////^^//^////^/^^ 

Note.— For  families  with  more  than  7  members,  add  $600  for  each  additional  member  in  a  nonfarm  family  and  $500 
for  each  additional  member  in  a  farm  family. 

TI.  A  BRIEF  STJBVEY   OF  THE   SOCIO-ECONOMIC  PLIGHT   OF  THE  ETHNIC   MINORITIES   IN 

TEXAS 

The  socia-economic  situation  of  minorities  in  Texas  is  appalling.  A  recent  sur- 
vey in  Texas  points  out  how  skin  color  and  poverty  correlate. 

Table  I  shows  that  although  Mexican  Americans  and  blacks  together  comprised 
less  than  a  third  (29.4%)  of  the  total  Texas  population,  they  accounted  for  nearly 
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60  per  cent  of  the  poor  population.  Over  a  third  of  the  Spanish  speaking  popula- 
tion were  at  the  poverty  level  while  over  a  quarter  of  the  Black  population  are 
at  this  level. 

A  further  breakdown  of  poverty  by  age  and  ethnic  group  shows  the  following : 

TABLE  I.— PERCENTAGE  OF  THE  TOTAL  AND  POOR  POPULATIONS  AND  INCIDENCE  OF  POVERTY  BY  ETHNIC  GROUP, 

19711 


Distribution    of 
Total  populaJon 

IncidencBof 
poverty 

Distribution  of 
Poor  populaiion 

70.6 

12.6 
45.3 
44.0 

40.3 

16.8 

34.5 

12.6 

25.2 

Anglos  2 

Mex  ican-A  mericans 

Blacks 

All  groups _. 100.0  22.0  100.0 

'  Texas  Household  Survey,  May  1971,  "Povar.y  in  Texas",  p.  PV-2 

2  Term  used  to  deno.e  inaividu^ls  who  are  neither  Maxicjn-Amjrican  sr  black  ciiizians. 

Table  2  shows  the  incidence  of  poverty  among  minority  children  is  approxi- 
mately 50%.  It  is  only  9.3%  among  Anglo  children.  Although  the  disparity 
between  the  minorities  and  Anglos  is  greatest  in  the  youngest  age  group,  a  signifi- 
cant disparity  exists  as  well  during  the  primary  working  years  (age  25-64). 
Even  though  there  were  small  ethnic  differences  in  labor  force  participation 
rates,  the  incidence  of  poverty  for  the  minorities  in  the  primary  working  years 
is  from  3  to  7  times  greater  than  for  Anglos  in  the  same  age  group.  Only  among 
persons  over  65  years  of  age  did  the  poverty  rate  of  Anglos  (36.3%)  approach 
those  of  the  Mexican  Americans  (55.4%)  and  Blacks  (56.5)/San  Antonio,  Bexar 
County.  Texas,  the  geographic  situs  of  the  lawsuit  is  representative  of  the 
specific  plight  of  ethnic  minorities  in  Texas.  The  population  of  the  city  is  654,153. 

TABLE2.— INCIDENCE  OF  POVERTY  IN  TEXAS  BY  AGE  AND  ETHNIC  GROUP ' 

Mexican 
Age  Group  Black  Anglo  American  Total 

0tol4 50.1  9.3  49.3  24.8 

15  to  24 

25  to  44 

45  to  64 

65  plus 

Total 44.0  12.6  45.3  22.0 

1  "Poverty  In  Texas",  p.  IV-8. 

The  ethnic  components  of  the  City's  population  are  as  follows  : 

The  "poverty  area"  of  the  city  contains  65%  of  the  Mexican  American  popula- 
tion of  the  city,  70%  of  the  Black  population,  50%  of  the  "other"  population 
and  only  8.5%  of  the  Anglo  population. 

Demographically,  the  "poverty  area"  is  a  classic  slum  ghetto  or  "barrio".  52 
census  tracts  compose  the  "poverty  area"  of  San  Antonio.  Six  census  tracts 
are  50%  or  more  Black,  42  tracts  are  50%  or  more  Black  and  ]Mexican  Ameri- 
can. 27  tracts  are  90%  or  more  Mexican  American  and  Black.  A  comparison 
of  the  "barrio"  with  the  rest  of  San  Antonio  results  in  the  following : 

Table  3. — Ethnic  breakdown  of  San  Antonio's  population 

Spanish  surname 341,  169 

Anglo 256,  554 

Black 50,041 

Other 6,389 

Total  population 654,  153 

The  city  itself,  in  a  report,  ^  further  analyzed  the  demography  of  its  low  income 
poverty  areas.* 


44.4 

12.4 

5.5 

11.0 

36.3 

44.5 
36.8 
39.5 
55.4 

22.6 

34.8 

13.6 

35.1 

16.9 

5S.5 

40.1 

Report:  "Socio  Economic  Analysis  of  the  Special  Impact  Area  of  San  Antonio,"  no  date,  no  publisher 
.  1  of  this  brief), 
d. 
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TABLE  4.— ETHNIC  BREAKDOWN  OF  SAN  ANTONIO'S  POVERTY  AREA 


Poverty  area 


Total  of  city  of 
San  Antonio 


Number  of: 

Spanish  surnamed 

Black 

Anglo -. 

Other 

Total 


225,  206 

341, 169 

35,  981 

50, 041 

29,  804 

256,  554 

3,  346 

6,389 

294,  337 


654, 153 


TABLE  5.— COMPARISON  OF  POVERTY  AREA  OF  SAN  ANTONIO  TO  NON-POVERTY  AREA 


Item 


Poverty  area   Rest  of  San  Antonio 


Land  area  (percent).. 

Population  density  (persons  oeracre) 

Unemployment  rate  (percent). 

Percent  of  poverty  level  families 

Percent  of  families  earning  less  than  $3,000  per  year. 

Average  years  of  schooling  completed 

Population  (percent) 


27.2 

72.8 

8.5 

3.9 

9.6 

4.3 

91.0 

9.0 

25.0 

75.0 

8.7 

10.8 

45.6 

54.4 

lU.  A  BRIEF  DESCRIPTION  OF  THE  HEALTH  AND  MEDICAL  SITUATION  OF  THOSE  WHO 
WOULD  BE  SERVED  BY  THE  SAN  ANTONIO  COMMUNITY  HEALTH  MAINTENANCE 
ASSOCIATION. 

The  potential  clients  of  the  Plaintiff  San  Antonio  Health  Maintenance  Associa- 
tion,  a  specific  sub  group  within  the  general  class  of  poor  throughout  Texas, 
suffer  severe  deprivation  in  the  areas  of  employment,  education  and  income. 
They  suffer  as  well  from  a  higher  prevalence  of  disease,  no  doubt  traceable  to 
their  improverished  status. 

The  health  care  needs  of  these  minority  peoples  are  great.  The  United  States 
Department  of  Health,  Education  and  Welfare  reported  the  following. 

Among  persons  with  family  incomes  of  less  than  $2,000,  about  29  i)ercent  have 
chronic  conditions  with  limitations  of  activities,  as  contrasted  with  7. .5  i)ercent 
among  persons  with  a  family  income  of  $7,000  or  more. 

Persons  with  family  income  of  less  than  $2,000  have  more  than  double  the 
days  of  restricted  activity  per  year  than  persons  with  an  income  of  $7,000  or 
more.  For  males  in  the  working  age  group  45-&4,  the  lower  income  group  has 
three  and  one-half  times  as  many  disability  days  49.5  in  the  under  $2,000  income 
group  as  compared  to  14.3  in  the  over  $7,000  income  group. 

In  one  year,  a  larger  portion  of  persons  who  live  in  low  income  families 
have  multiple  hospital  episodes  than  those  in  higher  income  groups.  The 
length  of  hospital  stay  is  longer  for  the  poor  .  .  .  and  they  arc-  r-:ore  often 
hospitalized  for  non-surgical  conditions.  This  exists  in  spite  of  the  fact  that 
the  poor  are  much  less  likely  to  have  hospital  insurance  to  cover  the  bill. 
Children  under  age  15  average  two  physician's  visits  per  year  with  income  under 
$2,000,  compared  to  4.4  in  families  with  incomes  over  $7,000. 

This  general  lack  of  medical  and  health  care  which  afflict  poor  people  is 
manifest  in  such  areas  as  infant  mortality  rates.  The  importance  of  the  infant 
death  rate  as  an  evidence  of  several  physical  well  being  is  stated  as  follows  : 

"...  the  rate  of  infant  death  in  any  population  is  an  indicator  of  the  level 
of  health  hazard  to  which  the  population  is  exposed.  A  high  infant  mortality  rate 
signals  the  existance  of  circumstances  hostile  to  life,  of  an  environment  in 
which  there  are  high  rates  of  illness,  faulty  nutritions,  poor  conditions  for  birth, 
and  mothers  in  poor  condition  ...  so  strong  is  this  association  between  a  people's 
health  status  and  the  rate  of  survival  of  its  infants,  that  the  infant  mortality 
rate  of  any  population  and  the  direction  and  speed  of  its  change  are  generally 
acknowledged  to  be  among  the  most  highly  sensitive  indicators  of  the  present 
and  future  well  being  of  that  group." 
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Although  the  infant  death  rate  in  the  United  States  declined  rapidlv  between 
1968  and  1970,  21.7  in  1968  and  20.7  in  1969  and  19.8  in  1970,  tlie  Texas  rate  was 
greater  than  the  national  average  during  all  of  these  years.  The  rate  of  decline 
in  Texas  has  been  slower  than  the  national  decline  as  well.  In  1968,  the  Texas 
infant  death  rate  was  22.4.  The  Texas  statistic  was  only  .7  of  a  point  above  the 
national  infant  death  rate ;  however,  although  the  1970  Texas  infant  death  rate 
declined  to  21.4,  the  difference  between  the  Texas  infant  death  rate  and  the 
national  infant  death  rate  increased  to  1.6.  The  following  table  indicates : 

As  is  apparent  in  this  vital  area,  the  poor  minorities  children  die  at  a  greater 
rate  than  their  anglo  counterparts.  The  Planning  Regions  in  Table  7,  infra,  con- 
tain high  percentages  of  Mexican  Americans  and  Blacks.  The  totals  by  ethnic 
groups  reveal  a  significant  disparity  between  the  ethnic  minorities  and  the  Anglo 
majority.  In  fact,  the  Black  infant  death  rate  is  over  twice  the  Anglo  infant 
death  rate  and  almost  double  the  national  infant  death  rate  while  the  Mexican 
American  infant  death  rate  is  significantly  higher  than  both  the  Anglo  figure 
and  national  norm.  The  need  for  health  and  medical  services  as  indicated  by 
these  appalling  statistics  is  great. 

Another  indication  of  the  need  for  medical  services  is  the  incidence  of  com- 
municable diseases.  In  1968,  Texas  had  one  of  the  highest  incidences  of  five 
communicable  diseases  that  are  virtually  unknown  or  have  been  eliminated  in 
other  parts  of  the  nation.  For  example,  the  following  table  shows : 

In  1968,  Texas  ranked  among  the  top  four  states  in  the  incidence  of  the  five 
enumerated  communicable  diseases.  In  fact,  the  State  of  Texas  with  only  5.5 
percent  of  the  nation's  population  reported  50  percent  of  all  diphtheria  cases 
in  the  United  States,  42  percent  of  all  polio  cases,  32  percent  of  all  leprosy  cases, 
23  percent  o  fall  measles  cases,  17  percent  of  all  pertussis  cases. 

It  is  important  to  point  out  that  those  areas  having  all  five  communicable 
diseases,  the  Alamo  and  Lower  Rio  Grande  planning  regions   (areas  2  and  11 

on  map  "Texas  Planning  Regions"  P.  infra)   are  predominantly  Mexican 

American  in  population  and  areas  of  severe  poverty.  The  Alamo  area  planning 
region  includes  San  Antonio,  Bexar  County.  Texas. 

As  an  example  of  how  the  minorities  bear  the  brunt  of  these  communicable 
diseases,  the  most  recent  diptheria  epidemic  struck  San  Antonio  in  1971.  Of 
the  approximately  150  cases  reported,  approximately  130  of  the  cases  were 
situated  in  the  poverty  area  of  San  Antonio  spoken  of  earlier.  Tlie  map  below 
indicates  the  distribution  of  the  reported  cases  of  diphtheria.  A  comparison  of  the 
location  of  the  cases  by  census  tracts  shows  that  the  majority  of  the  cases  fall 
within  the  poorest  sections  of  San  Antonio,  the  predominately  Mexican  American 
and  Black  sections  of  San  Antonio. 

TABLE  6.-INFANT  DEATH  RATE  BY  ETHNIC  GROUP  FOR  TEXAS  PLANNING  REGIONS  AS  WELL  AS  FOR  THE  UNITED 

STATES  FOR  19691 


Mexican 
American 

Black 

Average  in  area  of 

Planning  Region  2 

Anglo 

Texas       United 

States 

(1)  West  Central  Texas. 

(2)  Alamo  (San  Antonio) 

(3)  Central  Texas     

31.4 

24.6 

23.5 

40.3 
40.0 
30.9 
53.5 
53.1 
18.2 
33.8 

16.3 
20.4 
19.2 
18.9 
20.8 
17.4 
13.8 
12.7 
22.4 
19.8 

20.8 
23.8 
21.7 
22.6 
27.6 
19.5 
18.4 
14.8 
24.1 
20.2 

20.7 
20.7 
20.7 

(4)  Pantiandle 

(5)  South  Plains  

29.3 

32.5 

20.7 
20.7 

(6)  Coastal  Bend _ 

21.1 

20.7 

(7)  Golden  Crescent 

21.0 

20.7 

(8)  South  Texas 

15.2  ...- 

20./ 

(9)  Permian  Basin 

(10)  Concho  Valley    _. 

23.7 

...:.                22.1  .--. 

42.2 

20.7 
20.7 

Totals 

24.44 

39.0 

18.17 

21.35 

20.7 

1  Texas  Health  Data  Institute.  Texas  Department  of  Health. 

-  Numbers  correspond  to  the  region  on  the  map  following  the  table  and  its  analysts. 
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Texas  Planning  Regions 


EAST 


SOUTHWEST 


TOEO  REGIONS 

(TEXAS  HOUSEHOLD 

SURVEY  REGIONS) 


/Sew  Antonio 

A- 51 


TABLE  7.— PLANNING  REGIONS  IN  TEXAS  EXCEEDING  U.S.  INCIDENCE  FOR  5  LISTED  COMMUNICABLE  DISEASE 


Planning  Region ' 


Polio 


Measles         Diphtheria 


Leprosy 


Pertussis 


(1)  West  Central  Texas... 

(2)  Alamo  (San  Antonio). 

(3)  Central  Texas.. 

(4)  Panhandle 

(5)  South  Plains 

(6)  Coastal  Bend 

(7)  Golden  Crescent 

(8)  South  Texas 

(9)  Permian  Basic 

(10)  Concho  Valley 

(11)  Lower  Rio  Grande 


X 


X 
X 


X 


X 
X 


X 


X 
X 
X 
X 
X 
X 


X 
X 


X 


X 
X 


X 


X 
X 


X 
X 
X 
X 
X 
X 
X 
X 
X 
X 
X 


Numbers  correspond  to  the  named  planning  region  on  the  map  following  the  table  and  its  analysis  p.  14. 
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Texas  Planning  Regions 
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SURVEY  REGIONS) 


1  dau^S  ^raeu 


fctxkr   County 

LSckh  AntoMO 

A-51 
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TABLE  8— 1968  COMPARISON  OF  TEXAS  AND  UNITED  STATES  IN  OCCURRENCE  OF  5  COMMUNICABLE  DISEASES  i 


United  States 

Texas 

Percent 

Number 

Number 

Diseases 

of  cases 

Rate 

of  cases 

Rate 

in  Texas 

Texas  rank 

Polio 

53 

0.03 

22 

0.20 

41.5 

1 

Measles 

22,231 

11.12 

5,204 

47.40 

23.4 

1 

Diphtheria 

260 

.13 

131 

1.19 

50.4 

2 

Leprosy 

123 

.06 

40 

.36 

32.5 

2 

Pertussis 

4,  801 

2.41 

802 

7.36 

16.7 

4 

•  Texas  Health  Data  Institute.  Texas  Department  of  Health. 
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TABLE  9.— POPULATION  OF  BEXAR  COUNTY  BY  ZONE 


Zone  A  B  C  D  Total 


1.  Total  population  therein 244,983 

2.  Poor  population  therein 46,977 

3.  Percent  of  poor  in  zone 15 


239, 146 

127,380 

265,815 

876,  524 

27, 149 

43,  552 

180,202 

297,  890 

11 

34 

68 

NA 

IV.    A   BRIEF    DESCRIPTION    OF   AVAILABLE    HEALTH    AND    MEn)ICAL    CARE    RESOURCES    IN 

SAN   ANTONIO,   TEX. 

A  study  dealing  with  the  geographic  distribution  of  health  and  medical  re- 
sources was  recently  conducted  in  San  Antonio.^  The  study  based  upon  the 
total  population  of  Bexar  County.  The  study  divided  San  Antonio,  Bexar  County 
into  four  (4)  geographic  zones  :  A,  B,  C,  and  D. 

(A)      PHYSICIANS     OFFICES 

According  to  the  study,  the  author  identified  the  ofl5ces  and  clinics  of  general 
practitioners  as  well  as  frequently  called  upon  specialists.  He  noted  580  such 
primary  care  facilities.  The  geographic  distribution  of  these  facilities  according 
to  zone  is  as  follows  : 

Table  10  indicates  that  the  poverty  zones,  C  and  D  which  contain  73% 
(223,716  poor  people  out  of  a  county  total  of  297,890)  of  the  total  poor  population, 
contain  only  24.8%  of  the  identified  doctors.  The  wealthier  zones  A  and  B  contain 
75.2%  of  the  identified  doctors.  Zones  B  and  C  contain  45%  of  the  total  county 
population  while  A  and  B  contain  55%  of  the  total  county  population. 

TABLE  10.— GEOGRAPHIC  DISTRIBUTION  OF  GENERAL  PRACTITIONERS  AND  SELECTED  SPECIALISTS 


A 

B 

C 

D 

Total 

Percentage  of  doctors  located  therein 

31.1 

44.1 

256 

11 

17.2 
99 
34 

7.6 
45 
68  .. 

100 

Number  of  doctors -. 

180 

1580 

Percentage  of  zones' poverty  level  population 

15 

1  According  to  the  Bexar  County  Medical  Society,  April  1970  there  are  239  general  practitioners  out  of  a  total  of  843 
doctors  in  Bexar  County.  This  total  does  not  include  military  and  inactive  physicians  or  honorary  physicians  who  are  mem- 
bers of  the  society. 

Table  11  indicates  that  the  ratios  of  doctors  to  population  in  Texas,  is  sig- 
nificantly below  the  national  norm.  The  national  ratio  is  one  doctor  to  every 
659  people,  the  Texas  ratio  is  one  doctor  to  every  928  people,  the  Bexar  County 
ratio  is  one  doctor  to  every  806  people.  The  ratio  in  the  City  of  San  Antonio 
based  upon  telephone  listings  is  one  doctor  to  every  1,319  people.  Therefore  it 
is  possible  to  conclude  that  the  City  of  San  Antonio  is,  in  terms  of  available 
physicians  significantly  behind  the  ratios  as  a  whole;  one  doctor  to  every  1,319 
persons  as  opposed  to  one  doctor  to  every  659  people. 

TABLE  11.— DISTRIBUTION  AND  RATIOS  OF  PHYSICIANS— UNITED  STATES,  TEXAS,  BEXAR  COUNTY,  AND  SAN 

ANTONIO 

Geographical  area  Physicians  Population    Ratio 


UnitedStates    

1  308, 630 

3 12,  065 

» 1,  030 

'907 

8  613 

2  203,350,000    1:659 

Texas 

Bexar  County 

San  Antonio  (and  areas) 

San  Antonio  (telephone  listing  of  physicians,  office  based).. 

4  11,200,000    1:928 
'830,661    1:806 
'808,317    1:891 
'808,317    1:1,319 

1  JAMA,  CCX  (November,  1969). 

'  1970  Projections,  U.S.  News  &  World  Report,  June  2, 1969,  p.  71. 

3  JAMA,  CCX  (October,  1969). 

*  1970  Projections,  U.S.  News  &  World  Report,  June  2, 1969,  p.  71. 

«  Bexar  County  Medical  Society. 

«  U.S.  Bureau  of  the  Census,  1970  (Preliminary). 

'  San  Antonio  Planning  Department  estimates,  1970  for  Corporate  S.A.  and  1970  U.S.  Census  for  incorporate  areas. 

8  Southwestern  Bell  Telephone  Directory,  San  Antonio,  Tex.,  September  1959. 
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Using  Zone  D  as  a  geographic  base  since  it  constitutes  the  heart  of  predomi- 
nantly Mexican  American  "barrio"  spoken  of  in  II,  supra,  the  figure  of  doctor 
to  population  unit  is  shocking.  There  are  45  identified  doctors  situated  in  an  area 
of  265,815  people  of  whom  180,202  subsist  at  the  poverty  level  (68%  of  the 
Zone's  population).  The  ratio  in  this  zone  of  identified  doctor  to  population 
is  one  doctor  to  every  5,693  people. 

A  comparison  of  this  heavily  Mexican  American  barrio,  Zone  D,  with  the  other 
three  geographic  zones  shows  that  Zone  A  has  approximately  4  times  as  many 
doctors  as  Zone  D,  Zone  B  has  over  514  times  as  many  doctors  as  Zone  D,  Zone 
C  has  over  twice  as  many  doctors  as  Zone  D.  The  ratio  of  doctor  to  population 
is,  in  comparison,  just  as  great. 

(B)     HOSPITALS 

According  to  the  study,  there  are  19  hospitals  in  the  greater  San  Antonio 
area.  The  total  includes  the  military  and  two  state  hospitals.  The  survey  con- 
tinued. 

A  survey  of  fourteen  hospitals  of  the  nineteen  such  resources  was  made  only 
for  the  purpose  of  identifying  location  points  for  a  majority  of  the  hospitals. 
The  indepth  study  of  major  hospitals  in  the  San  Antonio  area  limited  by  the 
scope  to  only  six  hospitals.  The  result  of  the  survey  revealed  that,  of  four- 
teen hospitals  five,  or  35.7  percent,  are  located  in  Zone  B  ;  four,  or  28.6  percent, 
are  located  in  Zone  A ;  three,  or  21.4  percent,  are  located  in  Zone  C,  two  or  14.3 
percent  are  located  in  Zone  D. 

Of  the  nine  extant  emergency  rooms,  four  or  44.4%  are  located  in  Zone  A ; 
3  of  33.3%  are  located  in  Zone  B  ;  0  are  located  in  Zone  C  and  two  or  22.2% 
are  located  in  Zone  D.  Once  again,  the  pattern  of  health  and  medical  care  in 
San  Antonio  are  clear ;  the  poverty  zones  C  and  D  have  least  access  to  facilities. 
22.2%  of  the  emergency  room  facilities  are  available  to  45%  of  the  total  County 
population  which  includes  73%  of  the  poor  ethnic  minorities  while  77.7  of  the 
emergency  room  facilities  are  available  to  55%  of  the  total  county  population 
which  includes  approximately  85%  of  the  wealthier  Anglo  population. 

The  study  further  stated :  If  the  two  state  hospitals  and  three  military 
hospitals  were  eliminated  from  the  map,  it  could  be  said  that  most  of  the 
hospitals  are  located  in  the  "near  north"  and  northwest  geographical  areas. 
It  should  be  noted  that  seven  of  the  remaining  nine  hospitals  are  located 
in  the  Central  City  area  within  an  approximate  two-mile  radius.  If  two  hos- 
pitals of  the  remaining  nine  were  eliminated  because  of  bed  size  and  specialty, 
then  the  resultant  view  would  be  one  of  seven  hospitals  that  offer  services 
to  a  majority  of  the  general  populace  of  San  Antonio  and  Bexar  County. 
Of  the  seven  remaining  hospitals  serving  the  general  populace,  two  are 
located  in  the  northwest  surburban  area.  An  important  note  is  that  the  major 
county  medical  facility  is  one  of  those  two  hospitals.  The  five  remaining  hos- 
pitals, all  located  in  the  Central  City,  are  classified  by  ownership  and  con- 
trol as  three  voluntary  (not-for-profit),  church  related  facilities,  one  pro- 
prietary (for  profit)  ;  and  one  a  satellite  of  the  County  Medical  facility 
located  in  the  northwest  surburban  area.  Therefore  with  the  exception  of 
the  Major  County  Medical  facility  in  the  northwest  surburban  area,  the 
majority  of  the  Medical  facilities  serving  the  general  populace  is  located 
in  or  near  the  center  of  the  City." 

The  report  goes  on :  In  revievping  existing  location  points  of  hospitals  as 
health  center  resources,  it  was  considered  germane  to  mention  the  sites  of 
proposed  hospitals.  Currently  there  are  six  proposed  hosiritals,  including 
one  federal,  four  voluntary  (not  for  profit),  and  one  proprietary.  It  is  im- 
portant to  note  that  planned  sites  for  four  of  these  facilities  are  in  the  medical 
center  complex,  for  northwest  Zone  A  of  the  reference  map,  another  is  in 
Zone  B  (for  northwest)  ;  the  last  one  to  date  is  planned  for  Zone  C  (for 
southeast)    .   .  ." 

The  report  highlights  the  fact  that  hospitals  as  well  as  doctors  are  not 
situated  in  those  areas  where  there  are  high  concentrations  of  poor,  ethnic 
minorities.  Once  again  Zone  D,  the  Mexican  American  barrio  is  least  served 
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area  in  terms  of  hosi>ital   services.   As   earlier  pointed   out,   the  poor   are   in 
need  of  these  services  to  a   much  greater  extent  than  the  wealthy. 

(C)    HOSPITAL  EMEBGENCY  BOOMS 

An  "emergency  room"  is  a  special  facility  located  generally  in  a  hospital 
whose  function  is  to  deliver  emergency  treatment  or  medical  services.  Of  16 
hospitals  in  the  Greater  San  Antonio  area  nine  have  emergency  facilities. 
Three  of  the  nine  facilities  are  located  in  military  installations.  Of  the  remain- 
ing six  emergency  facilities,  2  are  categorized  as  "treatment  room/aid  sta- 
tions" ^  The  remaining  four  facilities  are  Category  I  facilities.  The  Bexar 
County  Hosi)ital  district  has  two  of  the  emergency  facilities.  The  one  nearest 
the  poverty  Zones  C  &  D  is  a  first  aid  station  while  the  cenral  trauma  center 
is  located  at  the  parent  facility  in  the  far  northwest  suburbs. 

(D)     PHARMACIES 

The  yellow  pages,  September  1969,  Telephone  Book  of  San  Antonio  listed  178 
pharmacies.  Of  this  number,  41  or  23.6%  are  located  in  Zone  A ;  55  or  30.9% 
are  located  in  Zone  B  ;  48  or  27%  are  located  in  Zone  C  ;  34  or  19.1%  are  located 
in  Zone  D.  The  wealthier  predominately  Anglo  Zones  A  and  B  contain  54.0% 
of  the  pharmacies  while  the  predominately  minority  Zones  C  and  D  contain 
46.0%. 

Table  12  shows  that  the  greatest  number  of  health  care  facilities  are  located 
in  the  wealthier  .sections  of  San  Antonio,  Zones  A  and  B.  They  contain  69.94% 
of  the  sampled  facilities  while  30.06%  are  situated  in  the  predominately  poor 
Mexican  American  and  Black  Zones,  C  and  D. 

I.  Schedule  of  Covered  Services 


BENEFIT    OR    SERVICE 

A.  Hospital  Room.  Daily  inpatient  serv- 

ices for  semi-private  room  and 
board  and  general  nursing  services 
for  each  day  of  confinement  as  an 
inpatient. 

B.  Miscellaneous      Hospital      Services. 

Hospital  services  while  confined  as 
an  inpatient  (other  than  room  and 
board),  including  services  pro- 
vided in  the  Intensive  Care  Unit 
(ICU). 

C.  Outpatient  Hospital  Services,  except 

hospital  emergency  room  registra- 
tion fees  unless  followed  by  admis- 
sion to  hospital  on  same  visit. 

D.  Physician  Services. 

( 1 )  Surgery  and  anesthesia. 

( 2 )  Oflice  and  hospital  visits. 

(3)  Home  visits,  after  a  deducti- 
ble $5.00  per  visit. 

(4)  Diagnostic  laboratory  and  X- 
ray  services. 

E.  Psychiatric  services  of  a  physician 

for  nervous  or  mental  conditions. 
The  percentage  indicated  of  the  fee 
actually  charged,  said  feed  not  to 
exceed  the  amount  specified  in  the 
Surgical-Medical  Schedule  of  the 
California  Relative  Value  Studies 
(1969),  amended,  with  a  conver- 
sion factor  of  $.70  per  unit. 
While  hospital  confined 
While  not  hospital  confined 


F.  Psychology  services  of  a  licensed 
clinical  psychologist  ( Ph.D. )  when 
such  service  is  prescribed  by  a 
physician  specializing  in  psychi- 
atry. 

While  hospital  confined 
While  not  hospital  confined 

MAXIMUM    AMOUNT   PAYABLE 

For  actual   expenses   incurred  not   to 
exceed  the  usual,  customary  and  reg- 
ular charges  for  the  area  involved. 
Of  the  charges  for  up  to  365  days. 
Of  the  charges  for  up  to  365. 
Of  the  charges. 

Of  the  fee  actually  charged,  said  fee  not 
to  exceed  the  amount  specified  in  the 
Surgical-Medical  Schedule  of  the 
California  Relative  Value  Studies 
(1969),  amended,  with  conversion 
factors  of : 

Medicine — $.70  per  unit. 
Surgery— $35.00  per  unit. 
Anesthesia — $8.00  per  unit. 
Radiology— $3.00  per  unit. 
Pathology  (Laboratory) — $.40  per 
unit. 
Of  the  charges. 
Of  the  charges. 
Of  the  charges. 
Of  the  charges. 


23  According  to  the  American  Hospital  Association,  the  highest  rating  for  an  emergency 
room  is  Category  I.  Category  I  defines  a  facility  which  dispenses  the  full  spectrum  of 
emergency  services.   Treatment  room/aid  station   Is   not  within   Category   I. 
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G.  Nursing  Services  while  not  hospital 
confined,   by   a   Registered  Nurse 
(R.N.)   or  a  Licensed  Vocational 
Nurse  ( L.V.N. ),  if  such  service  is 
authorized    by    a    physician    and 
provided     thru     a     Home     Care 
Agency,  or 
Physiatherapy  Services  by  a  licensed 
physiotherapist  while  not  hospital 
confined,  if  such  service  is  author- 
ized by  a  physician 
othern  than  by  a  nurse  or  physi- 
therapist  who  has  the  same  legal 
residence  or  is  a  close  relative  of 
the  insured  employee. 

H.  Emergency  Transportation  Services 
for  the  insured  employee  within 
the  United  States  and  Canada  by 
a  railroad  or  by  a  regularly  sched- 
uled flight  of  a  commercial  air- 
craft from  the  place  at  which  the 
insured  employee  becomes  dis- 
abled by  any  injury  or  sickness  to 
(but  not  back  from)  the  closest 
hospital  equipped  to  furnish  spe- 
cial treatment  incident  to  such 
disability. 
Ambulance  Services  by  a  profes- 
sional company  for  local  trans- 
portation to  or  from  a  hospital,  or 
both. 

I.  Appliances,  Casts,  equipment.  Physi- 
cian authorized  medical  equipment 
for  orthopedic  or  prosthetic  ap- 
pliance and  hospital-type  equip- 
ment provided  by  any  person  or  in- 
stitution other  than  those  included 
in  B  and  C  for  : 

1.  artificial  limbs  or  eyes  for  the 

initial  replacement  of  na- 
tural limbs  or  eyes ;  casts, 
splints,  or  crutches ; 

2.  provision  of  the  initial  cruss, 

brace  or  support  as  a  direct 
result  of  any  injury  sus- 
tained or  sickness  con- 
tracted while  insured  for 
coverage  provided  by  this 
policy ; 


3.  oxygen    and    the    rental    of 
equipment  for   the  admin- 
istration thereof ;  rental  of 
a   wheelchair   or   hospital- 
type  bed ;  rental  of  an  iron 
lung    or   other    mechanical 
equipment  required  for  the 
treatment     of    respiratory 
paralysis. 
J.  Drugs    and    medicines    obtained    by 
written  prescription  of  a  physician 
and  which  are  dispensed  by  a  li- 
censed pharmacist. 
Of  the  charges  for  the  1st  10  visits,  then 

of  the  charges  for  the  next  90  visits  ; 
Of  the  charges. 
Of  the  charges. 
Of  the  charges. 
Of  the  charges. 

K.  Nursing  home  care  in  a  Nursing 
Home  when  admission  is  directed 
by  a  physician.  Prior  to  hospital 
confinement  is  not  a  prerequisite 
for  admission. 
L.  Maternity  care,  including  pre-natal 
and  post-antal  care  for  mother  and 
newborn  child  on  out-patient  basis. 
Hospitalization  is  included,  with 
use  of  semi-private  room  and 
usual  floor  nursing  services.  All 
necessary  supplies  and  services, 
including  use  of  labor  and  deliv- 
ery rooms,  are  included. 
M.  Newborn  child.  Coverage  begins  au- 
tomatically at  birth  and  extends 
for  31  days  to  a  newborn  child  of 
a  mother  who  is  an  insured  em- 
ployee or  insured  dependent. 
N.  World  wide  emergency  care.  Benefits 
provided  above  shall  also  apply 
on  an  emergency  basis  anywhere 
in  the  world. 
Of  the  charges  for  the  1st  15  days,  then 

of  the  charges  for  the  next  45  days. 
Of  the  charges  after  a  deductible  of 
Of  the  charges. 

Of  the  charges  payable  in  sections  A  thru 
M. 
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Concentratiion  of   the  Black  and  Spanish  Surname  Population  wxtnin  tne  weniajnrapauc  >tma. 


l|l|ljl|ll  Greater  than  90% 
"'  '"  "'Black  and  Spanish 
Surname 


1301    lljtii|t!]i|| 


^^m 


1304  1^ 

n      P 


-  Source:  U.S.  Bureau  of  the  Census;  1970  Census  of  Population  and  Housing:  Census  Tracts,  San 
^t^tefl.  Texas  SMSA,  March  1972  (Report  PHC  (1)-186)  ,Tables  P-1  and  P-2. 
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Concentration  of  the  Black  Population  Within  the  Special  IniDact  Araa 


'////A  Greater  than  50% 
Black 


■  Source:  U.S.  Eureau  of  the  Census;  1970  Census  of  Population  and  Housing:  Census  Tracts,  San 
4»iW9^"exas  SMSfl,  March  1972  (Report  PHC  (1)-186)  ,  Table  P-1. 
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Concentration  of  the  Spanish  Surnaaie  Population  Within  the  Special  Impact  Area 


n~ 


^ 

p^ 

—['z—v — ■^'"*^  '"^r- 

j Greater  than  50%  Spanish 

Surname 


"^l^ilg^^Kiii"' iioi%Sl  13' 


,r^^\V~v£j<  11.1303 


rlrl-,- 
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Source:  0-5.  Dureau  of  thfc  Census;  1-970  Censua  of  Population  and  Housing:  Censu: 
Itfjnio,  Texas  SMSA,  March  1972  (Report  PHC  (1)-186),  Tables  P-1  and  P-i. 
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TABLE  12.— A  COMPARISON  OF  GEOGRAPHICAL  ACCESSIBILITY  BETWEEN  SAMPLED  MEDICAL  RESOURCES  IN 

ZONES  A,  B,  C,  AND  0 


Zone 


Number  of  sam-  Percent  of  sampled 
pled  resources    medical  resources  Population     Percent  of  popula- 

therein       located  therein'       residing  therein     tion  (total)  therein 


A 

B 

C2 

D2 

Total. 


229 
319 

150 
83 


29.10 
40.84 
19.26 
10.60 


781 


244, 183 
239, 146 
127,  380 
265,815 


27.86 
27.28 
14.53 
30.33 


876,  524 


1  Number  of  sampled  medical  resources  equals:  1.  doctors,  2.  hospitals,  3.  emergency  rooms,  4.  pharmacies  plus 
sum  total  located  in  zone. 

2  Zones  C  and  D  equal  the  zones  with  highest  percentage  of  poor,  ethnic  minorities. 


TABLE  13.— ANALYSIS  OF  HEALTH  AND  MEDICAL  CARE  IN  GEOGRAPHIC  ZONE  D' 


Resources 


Percentage 
located  therein 


Number  located 
therein 


Total  all  zones 


1.  General  practitioners  and  selected  specialists -  7.6  45 

2.  Neighborhood  Clinics 11.8  4 

3.  Hospital  Emergency  Rooms 22.2  2 

4.  Hospitals 14.3  2 

5.  Proposed  hospitals 

6.  Mental  health  services 9.1  1 

7.  Nursing  homes 15.8  6 

8.  Pharmacies 19.1  34 


580 

34 

9 

9 

6 

11 

38 

178 


1  Based  upon  Survey;  Distribution  of  Selected  Health  Services  Resources,  Appendix  D, 
Resources  in  San  Antonio,"  p.  100. 

Note.— 10  percent  of  all  health  facilities  located  in  zone  D. 
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Exhibit  21. — Material  Furnished  hy  Bexar  County  Medical  Foundation  Staff 

Minutes:  Board  of  trustees  and  physician  review  committee  of  the  Bexar 
County  Medical  Foundation. 

Date:  Wednesday,  October  17,  1973.  Meeting  held  at  the  Bexar  County 
Medical  Library. 

The  meeting  was  called  to  order  by  R.  Reagan  Hicks,  M.D.,  President,  at 
7 :40  P.M.  The  following  were  present  at  the  meeting. 

Board  of  trustees:  Frank  Bryant,  Jr.,  M.D.,  Juan  I.  Hernandez,  M.D.,  R. 
Reagan  Hicks,  M.D.,  Max  Morales,  M.D.,  Manuel  J.  Otero,  M.D.,  and  R.  Nevln 
Rupp,  M.D. 

Physician  review  committee :  Jack  Adelman,  M.D.,  Jose  Borenstein,  M.D., 
Irving  Ratner,  M.D.,  Willie  R.  Roof,  M.D.,  Myron  Zinn,  M.D.,  and  Julius  F. 
Marlowe,  Jr.,  M.D. 

BCMF  staff :  Christine  C.  Boesz,  Beverly  Gilbert,  and  Gene  Russell. 

Others  present:  George  B.  Livesay,  M.D.,  Phillip  William  Voltz,  M.D.,  and 
Tom  Glass,  M.D. 

On  motion  made,  seconded,  and  passed,  the  minutes  of  the  last  meeting 
(September  26,  1973)  were  approved  as  mailed. 

Dr.  Hicks  then  presented  the  report  of  the  Membership  Committee,  which 
met  on  October  10.  1973,  which  recommends  that  the  applications  of  the  fol- 
lowing physicians  be  approved  and  said  physicians  be  accepted  into  member- 
ship of  the  Bexar  County  Medical  Foundation  : 

Adelman,  Jack  A.,  M.D. :  Blake,  John  V.,  M.D.  (Floresville)  :  Bryson, 
Laurance  Mathews,  M.D. ;  Cuellar,  Juan  Francisco  L.,  M.D. ;  Giraldo,  Abel, 
M.D. ;  Grant,  Harold,  M.D :  Harrelson.  George  William,  Jr,  M.D. ;  Heinrich, 
Curtis  Seth,  M.D. ;  Hempel,  Karl  Hans,  M.D. ;  Lea,  Royal  B.,  M.D. 

Lowry,  George  M.,  M.D. :  McCurdy.  M.  W..  M.D. :  Moore,  Wallace  Everrett, 
Jr.,  M.D. ;  Parker,  Maxwell  V.,  M.D. :  Reitman.  James  Stuart,  M.D. ;  Rodriguez, 
Rolando  F.,  M.D. ;  Santa  Cruz,  Edgar  W.,  M.D. ;  Tucker,  Thomas  Andrew, 
M.D. ;  Walder,  Arnold  Ira.  M.D. ;  Wolff,  Richard  Charles,  M.D. 
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On  motion  made  by  Dr.  Morales  and  seconded  by  Dr.  Otero,  the  above 
recommendation  was  unanimously  accepted  and  approved. 

Dr.  Hicks  then  presented  the  letter  dated  October  12,  1973,  which  he  re- 
ceived from  the  Texas  Medical  Association  concerning  distribution  of  a 
directory  of  participating  physicians  to  enrollees  of  the  BCMF  HEALTH  CARE 
PLAN.  The  TMA  Subeommictee  on  Medical  Discipline  has  reviewed  the  matter 
and  the  TMA.  Board  of  Councilors  has  expresseil  the  opinion  that  it  is  ethical 
for  the  names  of  all  participating  physicians  of  a  health  care  plan  to  be  made 
available  to  enrolled  subscribers. 

Dr.  Hicks  then  requested  Mr.  Russell  to  report  on  current  marketing  activi- 
ties. Mr.  Russell  stated  that  presentations  have  been  made  to  South  San  Antonio 
Independent  School  District  Insurance  Committee  and  to  Edgewood  Inde- 
pendent School  District  Teachers'  Council  and  Teachers'  Union.  Although  no 
final  decisions  have  been  made  by  these  districts,  it  is  anticipated  that  the 
BCMF  HEALTH  CARE  PLAN  will  be  favorably  considered.  Mr.  Russell  also 
stated  that  employees  of  the  Bank  of  San  Antonio  ^^•ill  be  enrolling  in  the  near 
future.  Mr.  Russell  also  reported  that  425  employees  of  the  San  Antonio  Inde- 
pendent School  District  have  currently  been  enrolled.  He  explained  that  the 
open  enrollment  period  continues  through  the  end  of  November  and  that  ap- 
propriate BCMF  staff  is  pursuing  the  marketing  effort.  Mrs.  Boesz  added  that 
the  enrollment  of  the  Bexar  County  Pharmaceutical  Association  did  not  result 
in  sufficient  subscribers  to  make  the  BCMF  HEALTH  CARE  PLAN  effective 
for  that  group  at  the  present  time.  She  explained  that  the  individual's  premium 
checks  with  a  letter  of  explanation  will  be  sent  to  the  few  who  submitted 
applications  for  enrollment. 

Dr.  Hicks  presented  a  brief  status  report  on  Federal  Health  Maintenance 
Organization  legislation.  He  stated  that  bills  have  passed  both  the  Senate  and 
the  House  and  are  currently  in  joint  conference  committee.  He  stated  that 
informal  sources  indicate  that  a  compromise  is  expected  soon  and  passage  of 
the  legislation  is  expected  this  year.  It  was  also  explained  that  the  pending 
bills  have  provisions  which  would  make  available  loans  and  loan  guarantees. 

Dr.  Hicks  then  aimounced  that  the  Department  of  Health,  Eduction  and 
Welfare  has  contracted  with  the  firm  of  Peat,  Marwick,  and  Mitchell  (Wash- 
ington, D.C.)  to  provide  technical  assistance  to  organizations  such  as  the 
Bexar  County  Medical  Foundation  Monday,  October  29,  1973,  representatives 
of  this  technical  assistance  team  and  representative  of  H.E.W.  (Washington 
and  Dallas)  will  visit  the  Foundation  office  at  2  :30  P.M.  All  Board  members  are 
invited  and  encouraged  to  attend  this  meeting.  Dr.  Hicks  requested  interested 
Board  members  to  notify  him  or  the  Foundation  staff  if  they  plan  to  attend. 

Dr.  Hicks  then  introduced  discussion  on  the  rescheduling  of  regular  Board 
meetings.  On  motion  made  by  Dr.  Rumi,  seconded  by  Dr.  Morales,  and  unani- 
mously approved,  the  regular  Board  of  Tnistees  meeting  will  be  held  the  first 
Wednesday  of  each  month  at  7:30  P.M.,  effective  November  1973.  Mrs.  Boesz 
was  instructed  to  notify  immediately  all  concerned  with  this  change. 

Dr.  Hicks  then  introduced  Thomas  G.  Glass,  Jr.,  M.D..  and  incited  him  to 
participate  in  the  meeting.  Dr.  Glass  explained  that  he  had  several  questions 
about  the  Bexar  County  Medical  Foundation  and  its  operations.  Dr.  Glass 
stated  that  he  had  discussed  many  of  his  questions  and  concerns  with  Mr. 
Rappaport,  Executive  Secretary,  and  had  been  invited  to  this  meeting  by  Dr. 
Hicks.  Dr.  Glass  explained  that  the  Executive  Board  of  the  Bexar  County 
Medical  Society  suggested  that  he  examine  the  Foundation's  operations.  Dr. 
Glaiss  stated  that  he  had  examined  the  minutes  of  the  Bexar  County  Medical 
Society  and  found  no  motions  nor  entries,  relating  to  the  Foundation's  cur- 
rent operations.  Dr.  Hicks  explained  that  the  Foundation  does  not  require  the 
approval  of  the  Society  to  operate  specific  programs.  Dr.  Hicks  also  stated 
that  the  physicians  of  the  Foundation  have  devoted  con/siderable  time  and 
energy  informing  physicians  of  the  Society  of  the  goals,  objectives,  and  opera- 
tions of  the  Foundation  and  he  emphasized  that  the  Foimdation  physicians 
and  staff  have  made  continuous,  conscience  efforts  to  maintain  open  communi- 
cations with  the  Society.  After  much  discussion.  Dr.  Rupp  moved  that,  as  a 
matter  of  procedure,  the  Executive  Board  or  any  other  committee  of  the 
Bexar  County  Medical  Society  present  in  irritinff  to  the  Bexar  County  Medical 
Foundation  Board  of  Trustees  any  objections  pertaining  to  Foundation  opera- 
tions, literatiire,  or  other  factors  -uith  recommendations  for  corrections.  This 
motion  was  seconded  by  Dr.  Morales  and  unanimously  approved,  with  Dr. 
Otero  abstaining. 
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There  being  no  further  business  for  the  Board  of  Trustees,  Dr.  Hicks  then 
introduced  Julius  Marlowe,  Jr.,  M.D.,  Chairman  of  the  Physician  Review  Com- 
mittee. Dr.  Marlowe  began  by  reviewing  the  past  activities  and  recommenda- 
tions of  this  committee  and  requested  discussion  on  appropriate  procedures  in 
terms  of  current  operations.  Dr.  Zinn  moved  that  the  normal  operating  proce- 
dures of  the  Physician  Review  Committee  be  the  following : 

1.  That  the  Chairman  of  the  Physician  Review  Committee  appoint  a  physi- 
caan,  prefei-ably  one  of  this  Committee,  to  contact  personally  the  physician 
whose  case  Is  being  reviewed  and  to  ascertain  discreetly  the  details  needed  to 
adjudicate  the  case.  If  feasible,  the  case  may  be  resolved  on  this  level. 

2.  That  if  after  initial  contact  as  described  above,  the  case  is  not  resolved, 
the  physician  whose  case  is  being  reviewed  vi-ill  be  invited  m  icriting  to  meet 
with  the  Physician  Review  Committee  to  negotiate  a  solution. 

3.  If  the  physician  fails  to  appear  as  detailed  above  or  fails  to  comply,  ap- 
propriate action  will  be  taken. 

The  motion  was  seconded  by  Dr.  Adelman  and  unanimously  approved.  Dr. 
Marlowe  reminded  all  present  that  a  mechanism  for  appeal  through  the 
Board  of  Trustees  had  been  previously  established  and  will  remain  in  effect 
unless  adjusted. 

The  Physician  Review  Committee  then  discussed  individual  cases.  Minutes 
of  this  portion  of  the  meeting  are  recorded  separately. 

There  being  no  further  business  the  meeting  was  adjourned  at  10  :15  P.M. 

Bexar  County  Medical  Foundation  Board  of  Trustees 

3-year  term 
Norman  Jacobson,  M.D. 

Max  Morales,  Jr.,  M.D.  (Assistant  Secretary  Treasurer). 
F.  Nell  Nations,  M.D. 
Carlos  Pestana,  M.D. — resigned. 
R.  Nevin  Rupp,  M.D.  (Treasurer). 

2- YEAR   TERM 

Manuel  J.  Otero,  M.D. 

John  P.  Pfeiffer,  Jr.,  M.D. 

Mason  Reddix,  M.D.  (Vice-President). 

Edwin  Sykes,  M.D. 

George  Thomson,  M.D. 

1-YEAR  TERM 

L.  Richard  Garcia,  M.D.  (Secretary). 
Juan  I.  Hernandez,  Jf.D. 
Reagan  Hicks.  M.D.   (President). 
Francis  E.  O'Neil,  M.D^ 
Charles  W.  Robinson,  Jr..  M.D. 
3-yr.  Trustees — elected  12-4-73 
Officers— elected  1-2-74 

Premium  income  summary 

June $8,200.  49 

July 9,413.94 

August 10,324.  04 

September 10,  521.  47 

October 10,  641.  84 

November 23,  589.  80 

December 31,845.  09 

January 33,  726.  20 

February 36,  632.  46 

March/. 42,  400.  31 

April      - 49,067.  56 

Total  Premium  collected 217,  295.  64 

Distribution : 

lOpercent  BCMF $21,  729.  56 

90  percent  Eagle  Life 195,  566.  08 
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CLAIMS  PAID  SUMMARY: 


Physician/Hospital 


June 

July 

August 

September.. 

October 

November... 
December... 

January 

February 

March 

Total. 


Pharmacy        Copays/refunds 


Ne 


$497. 16 

1,003.90 

550.00 

$951. 06 

11,431.01 

1,150.26 

850.00 

,  11,731.27 

10,411.44 

1,166.28 

23. 00 

11,554.72 

7,  585.  74 

1, 283. 96 

300. 00 

8,  569.  70 

7, 570. 35 

1,237.05 

250. 00 

8,  557. 40 

12,  388. 63 

2,721.95 

425. 00 

14,685.58 

13,  697.  34 

3, 590. 96 

525. 00 

16,763.30 

21,362.93 

3,  874. 10 

500. 00 

24,737.03 

43,  753. 28 

4, 132. 07 

575. 00 

47,310.35 

34,  775. 42 

4,  565. 65 

1,931.04 

37,410.03 

163, 473. 30 

24,  726. 18 

5, 929. 04 

182,270.44 

Bexar  County  Medical  Foundations  Dieectory  of  Participants,  June  1973 

(Subject  to  change) 


participating  physicians 


Allergy : 

Fein,  Bernard  T. 

Hicks,  R.  Reagon 

Kamin,  Peter  B. 

Rouse,  J  .W.  H. 

Schwartzberg,  Sam 
Anesthesiology : 

Cadena,  Ramiro  C. 

DiGiovanni,  Anthony  J. 

Maurer,  Robert  T. 

Nations,  Frankie  Nell 

Pierce,  Joseph  A.,  Jr. 

Rosenzweig,  M.  M. 

Sladen,  Arnold 

Spillar,  Bliss  R. 

Spillar,  Edna  M.  H. 

Yuen,  Lilu 
Dermatology : 

McMaster,  John  B.,  Jr. 

Means,  Myron  A. 

Pipkin,  J.  Lewis 

Reiter,  Charles,  Jr. 

Ressmann,  Arthur  C. 

Richardson,  Arthur  W. 

Strauch,  James  H. 

Vander.  Ploeg,  Darl  E. 
Family  practice : 

Allison,  Arthur  P.,  Jr. 

Atmar,  Robert  C. 

Bates,  LeRoy  E.,  Sr. 

Bedolla,  Miguel  A. 

Benzaquen,  Mathews 

Berchelmann,  David  A. 

Breuer,  Alfred 

Bryant,  Frank,  Jr. 

Bums,  Thomas  B. 

Buttery,  James  M. 

Campos,  Rosalio  E. 

'Cantu,  Julian  R. 

Cantu,  Luis  G. 

Castaigne,  Augusto  F. 

Childers,  H.  N. 

Childers,  M.  A. 

Clifton,  Collis  B. 

Curtis,  Margaret  S. 


Daniel,  Kathleen 
D'Asaro,  George  E. 
DeLeon,  Pedro  A. 
Donop,  Perry  T. 
Elizondo,  Armando 
Faggard,  John  McL. 
Finney,  James  W. 
Franco,  Albert 
Frederick,  J.  Howard 
Freemyer,  Harold  P. 
Gamboa,  Jose  J. 
Garces,  Crispin  D. 
Garza,  Luis  A.,  Jr. 
Gonzaba,  William 
Gonzalez,  H.  N. 
Gonzalez,  J.  B. 
Gonzalez,  Moises  O. 
Gonzalez,  William  E. 
Gremmel,  Gilbert 
Guerra,  Jose  L. 
Guillen,  Enrique 
Guimbarda,  Luis  A. 
Harle,  Raymond  P. 
Herbert,  Thomas 
Henning,  Guy  E. 
Heny,  Joseph  S. 
Hernandez,  Raymond  H., 
Hooper,  Charles  H. 
Jensen,  Andrew  M. 
Johnson,  William  J. 
Jones,  L.  Bonham 
Kirpatrick,  William  K. 
Kupper,  Roland  C. 
Loftis,  James  S. 
Marron,  Joaquin 
Martinez,  Mario 
Masters,  Robert  A. 
Menendez,  Jorge  A. 
Miniel,  Pedro  R. 
Montano,  Ricardo  G. 
Montgomery,  William  D. 
Morales,  Max,  Jr. 
Mueller,  Edwin  L.,  Jr. 
Morgan,  Robert  F. 
Nixon,  Sam  A. 


Jr. 
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Novoa,  Enrique 
Orlando,  Anthony  M. 
Palmer,  Joseph  W. 
Partain,  Jack  M. 
Perry,  J.  Hardin 
Peters,  Leo  E. 
Phillips,  Claude  M. 
Pipes,  William  F. 
Post,  S.  Perry 
Primomo,  John  S. 
Rague.  Edmunda  F. 
Richmond,  George  M. 
Richmond,  Harry  A.,  Jr. 
Richmond,  James  T. 
Romero,  Emilio  J. 
Rosas,  Humberto 
Samaniego,  Hector  X. 
Schleicher,  LeRoy  C. 
Shingle,  Robert  C. 
Shotts,  C.  C. 
Smith,  John  M.,  Jr. 
Spector,  Morris 
Stieler,  Albert 
Suris,  Orlando  R. 
Sutton,  Robert  S. 
Timmins,  Oliver  H.,  Jr. 
Torres,  William 
Vardaman,  Calvin  T.  (D.O.) 
Varela,  Ernesto  M. 
Villafana,  Raul  C. 
Walker,  Carl  J. 
Walthall,  Walter 
Ward,  Mildred  E. 
Weatherford,  Eddie  W. 
Weatherford,  Jack  M. 
Weiner,  Bernard  K. 
Wier,  Vernon  S. 
Wilson,  Emmet  N. 
Wolf,  William  M.,  Jr. 
Ximenes,  E.  T. 
Zipp,  Glenn  Roy 
Internal  medicine : 
Alanis,  A.  A. 
Albert,  Arnold 
Albert,  Monroe 
Beato,  Virgilio  I. 
Benavides,  Jose  M. 
Carbonell,  Carlos  D. 
Causa,  Anibal 
Cook,  Walter  R. 
Coughlin,  James  I. 
Dotin,  Larry  N. 
Eastman,  Harry  J. 
Fornos,  Pedro  G. 
Gaona,  Raul  E. 
Garcia,  Allen  R. 
Garza,  Franklin 
Goldzieher,  Joseph  W. 
Gomez,  Fabian  S..  Jr. 
Hernandez,  Juan  I. 
Hernandez,  Mario  V. 
Higgins,  Lawrence  S. 
Jackson,  C.  B.,  Jr. 
Jacobs,  Milton  S. 
Jacobson,  Norman  L. 
Kass,  Albert 


LaPuerta,  Leopoldo 

Letteer,  O.  Ralph,  Jr. 

Lemer,  Charles  J. 

Martin,  Lorenzo  F. 

Martinez,  Renato 

May,  Lester  M. 

Minter,  M.  M. 

Nitschke,  Richard  E. 

Oines,  Donald  W. 

O'Keefe,  James  D. 

O'Neill,  James  R. 

Portnoy,  Barry  A. 

Reppert,  Lawrence  B. 

Rojas,  Jose  R. 

Sacks,  David  R. 

Schiffer,  Sydney 

Termulo,  Cesar  S. 

Thaddeus,  Aloysious  P. 

Thomson,  George  W. 

Toledo,  Tony  M. 

Villavicencio,  Elena 

Wagner,  Clyde  W.,  Jr. 

Weiss,  Robert  A. 

Wigodsky,  Herman  S. 

Wilkinson,  John  M. 

Zinn,  Myron  B. 
Neurology : 

Buell,  Walter  F. 

Lampert,  Morris  H. 

Zuflacht,  Michael  I. 
Neurosurgery : 

Dossmann,  William  F. 

Kingman,  Allen  F.,  Jr. 

Lee,  James  F. 

Livesay,  George  B. 

Partain,  Robert  R.,  Ill 
Obstetrics-gynecology : 

Boldt,  John  W. 

Bonilla,  Jose  V. 

Brown,  Herbert  P. 

Cavazos,  Antonio,  Jr. 

Center,  William  M. 

Chapman,  Clyde  E. 

Chenault,  O.  Brandon 

Egloff,  Jorge  J. 

Garcia,  L.  Richard 

Garza,  Remberto  E. 

Krause,  Donald  E. 

Levine,  Bernard  R. 

Martin,  Joseph  E. 

Moore,  S.  Foster,  Jr. 

Nash,  William  H. 

Passmore,  G.  G. 

Peche,  William  J. 

PfeifEer,  John  P.  Jr. 

Prieto,  Elias  M. 

Rudolph,  John  D. 

Santoscoy,  Jesus  R. 

Schanzer,  Stephen  N. 

Sema,  Carlos  F. 

Stokes,  John  D. 

Strozier,  William  E. 

West,  Donald  R. 

Weston,  Peter  V. 
Ophthalmology : 

Aldrich,  Robert  C,  III 
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Alvelals,  G.  R. 

Burden,  Alfred  L.,  Jr. 

Cooper,  Fred  a. 

Greenfield,  Philip 

Hernandez,  Roger 

Lee,  Jack  B. 

Leone,  Charles  R.,  Jr. 

Lindner,  Milton,  Jr.,  Jr. 

Matthews,  John  L. 

Milbum,  Graham  B. 

Mumma,  John  V. 

Russell,  Dan  A.,  Jr. 

Weinstein,  George  W. 

Weixel,  Francis  X. 
Orthopedic  surgery : 

Arredondo,  Eradio 

Bildei'back,  Robert  T>. 

Collie,  Lamar  P.,  Jr. 

Davis,  Roy  N. 

Green,  David  P. 

Henry,  Jack  H. 

Hinchey,  John  J. 

Jones,  Robert  L. 

Langston,  John  H.,  Jr. 

McMillan,  Orin  P. 

Newby,  Marvin  G. 

Rockwood,  Charles  A.,  Jr. 

Rowland,  Spencer  A. 

Sanders,  Albert  E. 

Stool,  Newsom 

Thompson,  Milton  S. 

Trevino,  Hilario 

Williamson,  John  A.,  Jr. 

Wolfe,  David  C. 
Otolaryngology : 

Clark,  A.  Fletcher,  Jr. 

Dumas,  Edward  D. 

Gates,  George  A. 

Komet,  Harvey 

Marlowe,  Julius  F.,  Jr. 

Rupp,  R.  Nevin 

Spann,  Franklin  L. 

Stratton,  Cary  E. 

Thiltgen,  Robert  D. 

Wilson,  Anthony 
Pathology  : 

Avery t,  Elmore  McC,  Jr. 

Bayliss,  Milward  W. 

Bennett,  Dale  E. 

Brierty,  Charles  T. 

Chamblin,  Stuart  A.,  Jr. 

Delmer,  Merle  W. 

Galindo,  D.  Leo 

Hari>er,  Randall  C. 

Jackson,  Jack  E. 

Jacob,  Norman  H. 

Laghlin,  William  R. 

Lopez,  Alfonso  N. 

Lowry,  James  K. 

McGill,  Henry  C,  Jr. 

Mani,  George  0. 

Nelms,  R.  J.,  Jr. 

Queen,  Daniel  M. 

Richmond,  Albert  M. 

Robinson,  Charles  W.,  Jr. 

Rodriguez,  Homero 


Severance,  Alvin  O. 

Snider,  Thomas  H. 

Standley,  Eugene  T. 

Sulak,  Michael  H. 

Thuss,  Charles  J.,  Jr. 
Pediatrics : 

Beato,  Jorge  J. 

Borenstein,  Jose 

Britton,  Howard  A. 

Cordova,  Albert  B. 

Daeschner,  George  L. 

Duke,  James  R. 

Escalante,  Raul 

Estrada,  Ramiro  P. 

Felici,  Albert  P. 

Galan,  Enrique  M. 

Guerra,  Fernando  A. 

Hilton,  Charles  B. 

Karam,  Jose 

McReynolds,  Rex 

Martinez;,  Ernesto 

Montemayor,  Luis  R.  de  A. 

Perez,  Raul  F.,  Jr. 

Rebolledo,  Jose  R. 

Riojas,  Richard  A. 

Rodriguez-Molina,  D. 

Rutman,  Joel  Y. 

Shaver,  Benjamin  B. 

Smith,  Forrest  M.,  Jr. 

Villafana,  Aurora  P. 

Wayne,  Richard  S. 

Wymer,  Robert  A. 

Yoo,  Sook  Cha 

Zuschlag,  Ella 
Plastic  surgery : 

Dominguez,  Oscar  J. 

Schlattner,  William  H.,  Jr. 

Wilkinson,  Tolbert  S. 
Psychiatry : 

Bambace,  Felix  S. 

Chittenden,  Allen  C. 

Colvin,  Arthur  M. 

Donovan,  William  B. 

Evans,  John  R. 

Fernandez,  Ernesto 

Gillean,  William  O.,  Jr. 

Hare,  Henry  P.,  Jr. 

King,  John  B. 

Kleck,  Henry  G. 

McGonagle,  Lawrence  C. 

Moon,  Rodger  A. 

Murray,  Neville 

Oliva,  Damaso  A. 

Otero,  Manuel  J. 

Ponsdomenech,  Saul  E. 

Rodriguez,  Francisco  J. 

Rosenthal,  Saul  H. 

Rubinstein,  Barney 

Sarabia,  Fermin 

Schlagenhauf,  George 

Weiss,  Victor  J.,  Jr. 

Williams,  Thomas  H.,  Jr. 
Radiology : 

Bowie,  Neil  J.  B. 

Branan,  Harold  M. 

Carabin,  F.  Joseph 
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Dennett,  M.  Harley,  Jr. 
Douglass,  Clifton  F.,  Jr. 
Elmendorf,  Hugo  F.,  Jr. 
Griffin,  Martin  E.,  Jr. 
Howard,  Michael  D. 
Jones,  Dean  B. 
Lawrence,  Leslie  J. 
Mewbome,  Edward  B.,  Jr. 
Norman,  Ruskin  C. 
O'Neill,  Francis  E. 
Pena,  Luis  N. 
Queralt,  Ignacio 
Ray,  Robert  S. 
Riley,  Fred  W.,  Jr. 
Stewart,  James  R. 
Thaggard,  Alvin,  Jr. 
Tomme,  Jesse  W.,  Jr. 
Voltz,  Phillip  W.,  Jr. 
Watts,  Charles  C,  Jr. 
Wiesner,  Jerome  -J. 
Surgery : 

Aust,  Joe  B. 
Bates,  LeRoy,  Jr. 
Boone,  Heliodoro 
Caldarola,  Vincent  T. 
Crouch,  David  M. 
Cruz,  Anatolio  B.,  Jr. 
Works,  Mac,  Jr. 
Doyle,  John  L. 
Eichler,  AUen  C. 
Farrimond,  Kenneth  L. 
Fernandez,  Jose  L. 
Fischer,  Albert 
Frazell,  Edgar  L. 
Gonzalez,  Orlando 
Gossett,  Robert  F. 
Hartman,  Albert  W. 
Henderson,  Harry  M.  ,Jr. 
HerfE,  August  F.,  Jr. 
Hills,  William  J. 
Huff,  James  F. 
Jegathesan,  Subramania 
Johnson,  Stewart  M. 
Karbach,  Hylmar  E.,  Jr. 
Kline,  Philip  S. 


McComb,  Asher  R. 

Mcl<'ee,  Arthur  S. 

McGovern,  James  B. 

Marroquin,  Arturo 

Nixon,  James  W.,  Jr. 

Otero,  Pedro  J. 

Pankowsky,  Jaime 

Pestana,  Carlos 

Pridgen,  James  E. 

Ratner,  Irving 

Reddis,  Mason  C. 

Rogers,  Waid 

Root,  Harlan  D. 

Sammis,  William  L. 

Schmidt,  Fernand  R. 

Skinner,  Ira  C. 

Stanton,  William  P. 

Sykes,  Edwin  M.,  Jr. 

Urrutia,  Aureliano  A. 

Walker,  H.  Vincent 
Thoracic  surgery : 

Chiscano,  Alfonso 

Cravpford,  Howard  W. 

Cuello,  Leo 

Dooley,  Bryon  N. 

Escamila,  Hector  A. 

Grover,  Frederick  L. 

Klinger,  Paul 

LePere,  Robert  H. 

Lince,  Leonardo 

Ponsdonaenech,  Elmo  R. 

Roof,  Willie  R. 

Russell,  John  C. 

Trinkle,  J.  Kent 

Waggoner,  Daniel  L. 
Urology : 

Burkholder,  George  V. 

Garcia,  Ruben 

Hulce,  Charles  A. 

Massari,  Rudolph  J. 

Nadig,  Perry  W. 

Sawtelle,  W.  W. 

Tecuanhuey,  Leopoldo  V. 

Wolff,  Hugh  L. 

Wyatt,  Bryon  W. 


The  following  participating  pharmacies  are  located  in  San  Antonio  unless 
otherwise  indicated : 


The  Apothecary  Shop, 

323  Navarro. 
Armstrong  Pharmacy  Inc., 

8711  Village  Drive. 
Basila  Pharmacy, 

424  W.  Houston  Street. 
Bells  Pharmacy, 

104  Babcock. 
Ben's  Pharmacv, 

1520  W.  Hilderbrand. 
Blanco  Pharmacy,  Inc., 

1354  Basse  Road. 
Blanco  Southside  Pharmacy, 

4710  S.  Flores  Street. 
Blanco  Westside  Pharmacy, 

1723  Buena  Vista. 
Blue  Cross  Pharmacy, 

2720  Pleasanton  Road. 


C  &  S  Prescription  Center, 

400  Navarro  Street. 
Central  Medical  Pharmacy, 

315  North  San  Saba. 
Charles'  Pharmacy, 

2500  N.  Main  Avenue. 
Circle  Pharmacy, 

4006  Nogalitos  Street. 
Grain  &  Palmer  Pharmacy  No.  1, 

112-A  Avenue  E. 
Dan's  Pharmacy, 

413  S.  W.  Military  Drive. 
David's  Pharmacy, 

1600  Culebra. 
Davila  Pharmacy, 

1110  El  Paso  Street. 
Delmar  Pharmacy  No.  2, 

103  Addax. 
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Dellmar  Pharmacy  No.  2, 

2404  Commercial. 
Dellmar  Pharmacy  No.  4, 

319  N.  W.  24th  Street. 
Disco  Prescription  Pharmacy, 

3118  Clark. 
Drug  Mart, 

4330  McCuUough. 
East  End  Drug  Store, 

2204  E.  Commerce  Street. 
Eastwood  Pharmacy, 

641  South  W.  W.  AVhite  Road. 
Economy  Drugs, 

2501  Nogalitos. 
Economy  Pharmacy  No.  2, 

602  Labor. 
Empire  Pharmacy  No.  1, 

414  Empire  Plaza. 
Empire  Pharmacy  No.  2, 

1302  S.  Gen.  McMullen. 
Galvan  Pharmacy, 

426  Castroville. 
Gibson's  Pharmacy, 

3907  Eisenhauer  Road, 

1331  Bandera, 

2627  S.W.  Military  Highway, 

1223  East  Court, 
Seguin,  Texas. 

1861  S.  Seguin  Street, 
New  Braunfel's,  Texas. 
Guerra's  Drug  Store  No.  1, 

827  South  Pecos  Street. 
Gwyn  Pharmacy, 

3303  West  Avenue. 


Heyland  Pharmacy, 

120  W.  El  Prado  Drive. 
Highland  Hills  Pharmacy, 

4006  Clark. 
Hightower  Pharmacy. 

2802  W.  Southcross. 
Hill's  Drug  Store, 

705  West  Kirk. 
HuntTeigh  Pharmacy, 

1040  South  W.  W.  White  Road. 
Jane's  Prescription  Shop, 

6502  South  Flores. 
Jefferson  Pharmacy, 

917  Manor  Drive. 
Lakeview  Pharmacy, 

947  Cincinnati  Avenue. 
Laurel  Heights  Pharmacy, 

2602  North  Main. 
Lee's  Pharmacy, 

713  E.  Houston  Street. 
Leopold  Drug  Store, 

4002  W.  Commerce. 
Lydia's  Rx  Pharmacy, 

1909  Pleasanton  Road. 
M  &  S  Pharmacy, 

730  North  Main  Avenue. 
Medi-Central  Pharmacy, 

7526  Louis  Pasteur. 
Middleman  Pharmacy, 

900  Nolan. 
Mission  Pharmacy, 

3267  Roosevelt  Street. 


CHOICE  OF  PARTICIPATING  DOCTORS 

You  may  choose  any  doctor,  anywhere  in  the  world,  but  save  substantial 
out-of-pocket  expense  by  choosing  participating  doctors  who  directly  accept 
payment-in-full  from  the  Bexar  County  Medical  Foundation. 

IDENTIFICATION 

To  receive  paid-in-full  lienefits,  you  must  notify  participating  providers  of 
your  enrollment  in  the  BCMF  HEALTH  CARE  PLAN  prior  to  receiving  care. 
This  is  easily  done  by  shomng  your  BCMF  MEDICAL  AUTHORIZATION 
CARD.  To  avoid  any  misunderstanding,  you  and  enrolled  members  of  your 
family  should  carry  BCMF  MEDICAL  AUTHORIZATION  CARDS  at  all  times. 


WHEN   HOSPITALIZED 

To  receive  full  benefits,  you  must  identify  yourself  as  above  and  apply  for 
and  use  semi-private  hospital  accommodations. 

BCMF  HEALTH  CARE  PLAN  BENEFITS 

Not  all  BCMF  Health  Plan  programs  are  identical.  You  should  read  your 
certificate  of  benefits  and  enrollee  handbook  in  order  to  know  exactly  what  your 
BOMF  HEALTH  CARE  PLAN  does  and  does  not  cover.  If  you  have  any 
questions,  you  are  advised  to  call  the  Bexar  County  Medical  Foundation  oflSce. 

BCMF   HEALTH-CARE   PLAN 

Administered  bv  :  Bexar  County  Medical  Foundation,  P.  O.  Box  12635,  San 
Antonio,  Texas  78212,  512-734-7159. 

Underwritten  by  :  Eagle  Life  Insurance  Company,  San  Antonio,  Texas. 
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By-Laws  of  the  Bexar  County  Medical  Foundation,  San  Antonio,  Tex. 

chapter  i. — general  provisions 

Sec.  1.  The  name  of  this  corporation  is  the  Bexar  County  Medical  Foundation. 

Sec.  2.  The  place  for  the  business  of  the  Foundation  is  to  be  conducted  in 
San  Aiitonio,  Bexar  County,  Texas. 

Sec.  3.  The  specific  and  primary  purposes  for  which  the  Foundation  is 
formed  are : 

A.  To  promote,  develop,  define  and  encourage  the  distribution  of  medical 
health  services  and  care  by  its  members  to  the  people  of  Bexar  County,  Texas 
and  adjacent  counties  at  a  reasonable  cost  to  both  patient  and  physician;  to 
preserve  unto  its  members,  the  medical  profession,  and  the  public,  freedom  of 
choice  of  both  patient  and  physician,  to  guard  and  preserve  the  physician- 
patient  relationship  and  its  innumerable  benefits ;  to  protect  the  public  health ; 
to  work  and  study  in  cooperation  ^vith  all  insurance  companies,  group  hospital 
service  plans,  and  prepaid  medical  care  plans  that  provide  for  periodic  and 
realistic  budgeting  of  medical  care  and  health  services,  and  which  subscribe  to 
and  provide  for  the  freedom  of  selection  and  the  guarantee  of  the  physician- 
patient  relationship  in  order  to  further  promote  the  above  purposes;  to  work 
with,  and  provide  information  and  assistance  to  the  federal  government,  the 
state  government,  local  government,  and  the  general  public,  chambers  of  com- 
merce, agricultural  associations,  trade  unions,  employers  and  employees  associa- 
tions and  other  groups  and  individuals  as  to  the  fair  and  reasonable  cost  of 
adequate  medical  care ;  to  work  in  conjunction  with  the  Bexar  County  Medical 
Society,  other  county  medical  societies,  and  the  Texas  Medical  Association;  to 
promote  these  purposes  and  the  purposes  of  those  organizations,  namely  :  the 
development  and  promotion  of  the  art  and  science  of  medicine  and  the  protection 
of  public  health  ;  to  accept  gifts,  trusts,  and  donations  ;  and  to  receive  property  by 
devise  and  bequests. 

B.  To  negotiate,  enter  into,  make,  perform,  and  carry  out  contracts  of  every 
kind  for  any  lawful  purpose  with  any  person,  firm,  association,  corporation, 
municipality,  government,  state,  territory,  country  or  other  municipal  or  gov- 
ernment subdivision. 

C.  To  purchase,  acquire,  own,  lease  either  as  lessee  or  as  lessor,  sell,  ex- 
change, mortgage,  deed  in  trust,  develop,  construct,  maintain,  equip,  operate, 
and  generally  deal  in  real  estate  and  other  buildings  and  any  and  all  property 
of  any  and  every  kind  or  description,  whether  real,  personal,  or  mixed. 

D.  To  supervise,  manage  and  administer  for  its  members,  any  medical,  health, 
and  service  plans  which  involve,  but  are  not  limited  to  health  and  medical  ser- 
vices under  group  insurance  policies  or  contracts,  medical  or  hospital  service 
agreements,  membership  or  subscription  contracts  and  other  similar  group  ar- 
rangements. 

E.  To  foster,  encourage  and  coordinate  the  establishment  of  uniform  stand- 
ards of  medical  care  and  health  services  amongst  the  member  foundations  with 
fair  and  reasonable  costs  for  the  same. 

F.  To  establish  for  and  on  behalf  of  its  members  and  the  general  public  a 
standard  uniform  procedure  and  schedule  by  w^hich  any  individual  receiving 
medical  or  health  service  and  care  will  have  the  opportunity  of  a  fair  hearing 
of  any  dispute  or  grievance  in  relation  thereto. 

G.  To  keep,  collect,  maintain,  record  and  preserve  records  and  statistical 
information  of  all  its  members  as  the  same  relate  to  all  programs  for  medical 
care,  and  the  purposes  of  this  foundation :  and  to  disseminate  and  make  avail- 
able the  same  to  all  parties  concerned  \\ath  the  general  health  and  welfare  of 
the  public. 

H.  From  time  to  time  to  npply  for.  purchase,  acquire,  transfer,  or  otherwise 
exercise,  carry  out.  and  enjoy  any  benefit,  right,  privilege,  prerogative,  or 
power  conferred  by.  acquired  under,  or  granted  by  anv  statute,  ordinance, 
order,  license,  power,  authority,  franchise,  commission,  right,  or  privilege  which 
anv  government  or  authority  or  governmentfil  agency  or  corporation  or  other 
pubMp  body  may  be  emnowered  to  enact,  mnke.  or  grant. 

I.  To  perform  and  carry  on  anv  activity  whatsoever  which  this  corporation 
may  deem  nroper  or  convenient  in  connection  with  any  of  the  foregoing  pur- 
poses or  otherAvise.  or  which  may  be  calculnted  directly  or  indirectly  to  pro- 
mote the  interests  of  this  corporation,  or  to  enhance  or  further  the  accomplish- 
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ment  of  any  of  its  powers,  purposes,  and  objects ;  to  conduct  its  business  in  ttiis 
state,  and  in  otlier  states,  and  in  tiie  JJistrlct  of  Coiunioia,  tlie  territoneb  and 
colonies  of  tlie  United  States,  and  in  foreign  countries ;  and  to  lioid,  purcliase, 
mortgage,  and  convey  real  and  personal  property  either  in  or  out  of  the  State 
of  Texas,  and  to  have  and  to  exercise  all  the  iwwers  coiuerred  by  the  laws  of 
the  State  of  Texas  upon  corporations  formed  under  the  laws  pursuant  to  and 
under  whicli  this  coi-poration  is  formed,  as  such  laws  are  now  in  effect  or  may 
at  any  time  hereafter  be  amended. 

J.  To  carry  out  all  or  any  part  of  the  foregoing  objects  and  purposes  as 
principal,  agent,  or  otherwise,  either  along  or  in  conjunction  with  any  person, 
firm,  association,  or  other  corporation  and  in  any  part  of  the  world ;  and  for 
the  purpose  of  attaining  or  furthering  any  of  its  objects  or  purposes,  to  make 
and  perform  such  contracts  of  any  kind  aaid  description,  to  do  such  acts  and 
things,  and  to  exercise  any  and  all  such  pow'ers,  as  a  natural  person  could  law- 
fully make,  perfoi-m,  do,  or  exercise,  provided  that  the  same  shall  not  be  in- 
consistent with  the  laws  of  the  State  of  Texas. 

The  foregoing  statement  of  purposes  shall  be  construed  as  a  statement  of 
both  purposes  and  powers,  and  the  purpose  and  powers  stated  in  each  clause 
shall,  except  where  otherwise  expressed,  be  in  no  way  limited  or  restricted  by 
reference  to  or  inference  from  the  terms  or  provisions  of  any  other  clause,  but 
shall  be  regarded  as  independent  purposes. 

Sec.  4.  Business  to  be  conducted  without  profit :  This  Foundation  shall  con- 
duct and  carry  on  its  business  without  profit  to  itself  or  to  its  members,  or  any 
class  thereof.  No  member  shall,  by  reason  of  membership  herein,  be  or  become 
entitled  at  any  time  to  receive  any  assets,  property,  income,  or  earnings  from 
the  Foundation  or  to  profit  therefrom  in  any  manner. 

Sec.  5.  Use  of  income :  All  of  the  income,  revenue,  and  earnings  of  the 
Foundation  shall  be  held,  used,  managed,  devoted,  expended,  and  applied  in  the 
discretion  and  judgment  of  the  Trustees,  to  carry  out  the  objects  and  purposes 
of  the  Foundation  and  without  profit,  direct  or  indirect  to  any  member  thereof. 

Sec.  6.  Distribution  of  assets  on  dissolution :  In  case  of  the  liquidation,  disso- 
lution, or  winding  up  of  the  corporation,  whether  voluntary  or  involuntary,  or 
by  operation  of  law,  the  assets  or  properties  of  this  Foundation  shall  be  dis- 
tributed and  disposed  of  by  the  Board  of  Trustees  of  the  Foundation  in  further- 
ance of  exempt  purposes  to  a  non-profit  charitable,  educational,  or  scientific 
organization  which  is  itself  exempt,  or  to  the  State  of  Texas,  oj  to  a  local 
political  sub-division  of  the  State  of  Texas. 

CHAPTER  II.— MEMBERSHIP 

Section  1.  Classes  of  membership :  There  shall  be  two  classes  of  membership 
in  tills  Foundation,  as  folows :  Participating  Members  and  Aflaiiate  Members. 

Sec.  2.  Qualifications  of  Participating  Members :  Any  licensed  physician  In 
active  practice,  who  is  a  member  in  good  standing  of  the  Bexar  County  Med- 
cal  Society  or  who  is  an  active  member  in  good  standing  of  a  county  medical 
society  in  a  county  adjacent  to  Bexar  County,  shall  be  eligible  to  apply  for 
election  to  Participating  Membership.  Admission  to  Participating  Membership 
may  be  granted  by  the  Board  of  Trustees  to  any  such  person  so  qualified  upon 
his  making  application  therefor. 

Sec.  3.  Rights  and  privileges  of  Participating  Members :  Participating  Mem- 
bers shall  have  the  privilege  of  holding  ofiice  in  the  Foundation  and  the  privilege 
of  serving  as  chairman  on  committees. 

Sec  4.  Qualifications  of  Afiiliate  Members :  Any  licensed  physician  who  is 
not  in  the  active,  full-time  practice  of  medicine,  or  who  is  in  the  practice  of 
medicine  in  a  federal,  state,  county  or  municipal  institution,  agency  or  ofiice, 
and  who  is  a  member  in  good  standing  in  Bexar  County,  or  an  adjacent  County 
Medical  Society,  shall  be  eligible  to  apply  for  AflBliate  Membership  in  this 
Foundation.  Admission  to  Affiliate  Membership  may  be  granted  by  the  Board 
of  Trustees.  Afiiliate  Members  shall  not  be  eligible  to  hold  office  in  the  Founda- 
tion or  serve  as  chairman  on  committees. 

Sec  5.  Term  of  membership :  Membership  in  this  Foundation  shall  be  for  a 
period  not  to  exceed  one  yenr.  The  yearly  termination  date  of  all  memberships 
shall  be  determined  by  the  Board  of  Trustees  within  nine  (9)  months  of  the 
first  meeting  of  said  Board,  and  shall  not  thereafter  be  changed  except  by  a 
majority  vote  of  the  Participating  Members.  Initial  appointments  to  member- 
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ship  may  be  for  a  term  of  less  than  one  year  for  a  uniform  termination  date  of 
all  memberships.  At  the  discretion  of  tlie  Board  of  Trustees  the  term  of  Mem- 
bership may  be  extended  fur  a  maximum  period  of  six  (.6)  months  when  it  is 
necessary  to  assure  a  membership  bouy  which  will  be  available  to  meet  con- 
tracts or  obligations  to  which  the  Foimuation  is  legally  committed. 

Sec.  6.  Procedure  for  admission  to  memoersnip :  To  become  a  member  of 
this  Foundation,  the  applicant  shall  complete  and  sign  the  application  blank 
provided  for  that  purpose.  iSuch  application  blank  shall  be  in  the  form  or 
forms  determined  by  the  Board  of  Trustees,  and  shall  contain  a  clause  stating 
in  substance  that  the  applicant  agrees  to  be  bound  by  the  constitution,  by-laws, 
and  rules  and  regulations  of  this  I'oundation ;  that  the  applicant,  as  long  as  his 
membership  is  effective,  agrees  to  be  bound  by  any  and  all  rules,  regulations, 
committee  recommendations,  fee  schedules,  etc.,  adopted  by  this  Foimdation; 
and  that  the  applicant  realizes  and  understands  that  if  he  is  elected  by  mem- 
bership, such  membership  shall  normally  be  for  a  period  of  not  more  than  one 
year,  and  that  if  he  fails  to  re-appiy  for  membership  in  accordance  with  the 
constitution,  by-laws  and  rules  ajid  regulations,  his  membership  shall  auto- 
matically terminate  on  its  expiration  date. 

The  application  shall  be  tiled  with  the  secretary-treasurer  at  the  principal 
office  of  the  Foundation.  The  application  shall  be  referred  by  the  secretapy- 
treasurer  to  the  membership  committee,  which  shall  investigate  the  background 
and  present  status  of  the  applicant,  and  shall  report  to  the  Board  of  Trustees, 
with  appropriate  recommendation.  At  the  next  meeting  of  the  Board  of 
Trustees,  the  president  shall  announce  the  names  of  those  applicants  submitted 
to  it  by  the  membership  committee,  and  the  committee  recommendation,  if  any. 
Each  applicant  shall  thereupon  be  voted  on  individually ;  and  it  shall  require  a 
two-thirds  majority  vote  of  the  Board  of  Trustees  to  elect  to  membership. 

Not  more  than  ninety  (90)  days,  nor  less  than  thirty  (30)  days  prior  to  the 
uniform  membership  termination  date,  each  member  who  desires  to  continue 
his  membership  for  another  year  shall  file  an  application  with  the  secretary- 
treasurer  at  the  principal  office  of  the  Foundation.  The  secretary-treasurea* 
shall  be  required  to  send  application  forms  to  each  member  at  least  ninety 
(90)  days  prior  to  the  expiration  of  his  term  of  membership.  The  procedure  for 
subsequent  admissions  to  membership  shall  be  the  same,  and  shall  require  the 
same  vote  as  for  initial  admissions  to  membership. 

Sec.  7.  Non-transferability  of  membership :  No  membership  in  this  Founda- 
tion nor  any  certificate  evidencing  the  same,  nor  the  interest  of  any  member  or 
any  of  the  assets  thereof,  shall  (A)  be  subject  to  execution  or  become  or  be  an 
asset  of  the  estate  of  any  deceased  member,  or  of  any  member  who  may  become 
insolvent  or  bankrupt;  (B)  descend  to  or  vest  in  the  heirs,  legatees,  or  devisees 
of  any  member ;  or  (C)  be  transferable  or  assignable  in  any  form,  either  by  the 
voluntary  or  by  the  Involuntary  act  of  any  member,  or  by  operation  of  law. 
In  the  event  of  the  death,  insolvency,  or  bankruptcy  of  any  member  or  of  any 
such  attempted  transfer  or  assignment  of  membership,  or  of  any  certificate 
evidencing  the  same,  or  of  any  interest  of  any  member  in  this  Foundation  or 
any  of  the  assets  thereof,  whether  by  the  voluntary  act  of  the  member  or 
otherwise,  such  member.ship  certificates  and  all  interest  of  any  such  member 
in  this  Foundation  and  all  assets  thereof,  shall  be  immediately  cancelled,  re- 
voked, and  terminated. 

Sec.  8.  Membership  roll :  A  written  record  of  the  membership  shall  be  kept 
by  the  secretary,  and  said  record  shall  contain  the  name  and  address  of  each 
member,  and  in  any  case  where  any  membership  has  been  terminated  for  any 
reason  whatsoever,  an  entry  of  such  fact,  together  with  the  date  upon  which 
said  membership  was  .so  terminated. 

CHAPTER  in. — CERTIFICATES  OF  MEMBERSHIP 

Certificates  of  membership  shall  be  of  such  form  and  device  as  the  Board  of 
Trustees  may  prescribe.  Each  certificate  shall  express  on  its  face  its  number,  the 
date  of  issuance,  and  the  person  to  \\hom  it  is  issued.  Certificates  of  member- 
ship shall  be  non-transferable.  Acceptance  of  such  certificate  .shall  be  con- 
elusive  evidence  of  the  consent  of  the  member  to  become  a  member  of  this 
Foundation  and  of  his  a;erreemeint  (o  comply  with  and  l>e  governed  by  the 
provi.sions  of  the  Articles  of  Incorporation,  By-laws,  and  rules  and  regulations. 
Certificates  of  membership  shall  l>e  cancelled  by  the  secretary  on  their  expira- 
tion date,  or  whenever  a  member  ceases  to  be  eligible  as  such,  or  whenever 
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the  membership  terminates,  in  accordance  with  the  provisions  of  the  Articles 
of  Incorporation  or  these  By-laws.  All  certificates  of  membership  shall  be 
signed  by  the  president  or  vice-president  ajtid  by  the  secretary  or  assistant 
secretary.  The  corporate  seal  of  the  i'oundation  shall  be  affixed  to  each  certifi- 
cate issued  and  delivered. 

CHAPTER  IV. — MEETINGS  OF  MEMBERS 

Section  1.  Annual  meetings:  Annual  meetings  of  the  Foundation  shall  be  in 
December  as  determined  by  the  Board  of  Trustees.  Written  notice  shall  be 
mailed  to  the  membership  at  least  two  weeks  in  advance  of  the  annual  meeting. 

Sec.  2.  Special  meetings :  Special  meetings  of  the  Foimdation,  for  any  pur- 
pose or  purposes  whatsoever,  may  be  called  at  any  time  by  the  president  of  the 
Board  of  Trustees ;  or  by  10%  of  the  members.  Notice  of  special  meetings  shall 
be  given  to  each  member  by  mail,  addressed  to  such  member  at  his  address 
appearing  upon  the  books  of  the  Foundation,  at  least  ten  (10)  days  in  advance 
of  the  date  of  such  special  meetings ;  and  such  written  notice  shall  also  state 
the  place,  date,  and  hour  of  such  meeting  and  the  nature  of  the  business  to  be 
transacted.  No  business  shall  be  transacted  at  a  special  meeting  other  than  as 
stated  in  the  purposes  set  forth  in  the  notice. 

Sec.  3.  Entry  of  notice :  At  any  meeting  of  members,  whether  annual,  regular, 
or  special,  an  entry  in  the  minutes  to  the  effect  that  notice  has  been  duly  given 
shall  be  conclusive  and  incontrovertible  evidence  that  due  notice  of  such 
meeting  was  given  to  all  members  as  required  by  law  and  these  By-laws. 

Sec.  4.  Quorum :  Ten  per  cent  of  the  Participating  members  of  this  Founda- 
tion shall  constitute  a  quorum  for  the  transaction  of  business. 

chapter  v. — CORPORATE  POWERS 

Section  1.  Corporate  powers  vested  in  Board  of  Trustees :  The  corporate 
powers  of  this  Foundation  shall  be  vested  in  a  board  of  fifteen  (15)  Trustees. 
Five  (5)  Trustees  shall  constitute  a  quorum  for  the  transaction  of  business. 

Sec.  2.  Powers  of  Trustees :  Subject  to  these  By-laws,  the  Board  of  Trustees 
shall  be  authorized  to  control  and  manage  the  property  and  conduct  the  affairs 
and  business  of  this  Foundation ;  and  in  furtherance  of  the  foregoing  authori- 
zation, but  not  in  limitation  thereof,  it  shall  also  be  authorized  : 

A.  To  select  and  remove  any  officers,  agents,  and  employees  of  the  Founda- 
tion ;  prescribe  such  function  and  duties  for  them  as  may  not  be  inconsistent 
with  law,  with  the  Articles  of  Incorporation,  or  with  these  By-laws ;  fix  their 
compensation ;  and  require  from  them  security  for  faithful  service. 

B.  To  conduct,  manage,  and  control  the  affairs  and  business  of  the  Founda- 
tion ;  and  to  make  rules  and  regulations  not  inconsistent  with  law,  with  the 
Articles  of  Icorporation,  or  with  these  By-laws. 

C.  To  adopt,  and  use  a  corporate  seal ;  to  procure  membership  application 
forms  and  membership  certificate  forms ;  and  to  alter  the  form  of  such  seal  and 
such  membership  application  forms  and  membership  certificates  as  may  become 
indicated. 

D.  To  borrow  money  and  incur  indebtedness  for  the  purpo.ses  of  the  Founda- 
tion ;  and  to  cause  to  be  executed  and  delivered  therefor  in  the  Foundation  name 
promissory  notes,  bonds,  debentures,  deeds  of  trust,  mortgages,  pledges,  hy- 
pothecations, or  other  evidence  of  debt  and  securities  therefor. 

CHAPTER  VI. — BOARD  OF  TRUSTEES 

Section  1.  Terms  of  office :  The  first  trustees  designated  as  such  in  the 
Articles  of  Incorporation  shall  bold  office  and  exercise  all  powers  granted  to 
the  Board  of  Trustees  until  the  next  regular  annual  meeting.  Thereafter,  a 
new  Board  of  Trustees  shall  be  elected  by  the  Participating  Membership  in 
accordance  with  these  By-laws.  The  new  Board  of  Trustees,  so  elected,  may  be 
composed  of  all,  some,  or  none  of  the  first  trustees  designated  as  such  in  the 
Articles  of  Incorporation.  Five  (5)  members  of  said  Board  of  Trustees  shall 
be  elected  for  a  period  of  three  (3)  years,  five  (5)  for  a  i^eriod  of  two  (2) 
years,  five  (5)  for  a  period  of  one  (1)  year.  Anniially,  thereafter,  five  (5)  new 
members  shall  be  elected  to  the  Board  of  Trustees  for  a  period  of  three  (3) 
years. 
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Sec.  2.  Removal  from  office :  Any  trustee  may  be  removed  from  office  as  such 
by  the  affirmative  vote  of  two-thirds  of  the  Participating  Members  present  and 
voting  at  any  annual  or  special  meeting  of  the  members,  on  written  notice 
setting  forth  the  rei-sons  and  grounds  therefor,  mailed  to  such  trustee  at  his 
last  known  address  at  least  ten  (10)  days  prior  to  the  date  of  such  meeting. 

Sec.  3.  Vacancies :  In  the  event  of  a  vacancy  on  the  Board  of  Trustees,  the 
va)ca«cy  shall  be  fiUed  by  majority  vote  of  the  Board  of  Trustees  for  the 
remainder  of  the  vacancy  term. 

CHAPTEB    VII. — MEETINGS 

Section  1.  Regular  meetings:  The  Board  of  Trustees  shall  hold  regular 
monthly  meetings  as  determined  by  the  Board. 

Section  2.  Special  meetings:  Special  meetings  of  the  Board  of  Trustees  for 
any  purpose  or  purposes  shall  be  called  at  any  time  by  the  President,  or  if  he 
is  absent,  or  unable  to  act,  then  by  the  Vice-President,  or  by  any  eight  (8) 
Trustees. 

Written  notice  of  the  time  and  place  of  special  meetings  shall  be  delivered 
personaly  to  the  Trustees,  or  sent  to  each  Trustee  by  mail  or  other  form  of 
written  communicaition,  charges  prepaid,  addressed  to  him  at  his  address  as  it 
is  sho\^Ti  upon  the  books  of  the  Foundation.  In  case  such  notice  is  mailed  or 
telegraphed,  it  shall  be  deposited  in  the  United  States  mail  or  delivered  to  the 
telegraph  company  in  the  place  in  which  the  principal  office  of  the  Foundation 
is  located  at  least  forty-eight  (48)  hours  before  the  time  of  the  holding  of  the 
meeting.  In  case  such  notice  is  delivered  as  provided  above,  it  shall  be  so 
delivered  at  least  twenty-four  (24)  hours  prior  to  the  holding  of  the  meeting. 
Such  mailing,  telegraphing,  or  delivering  as  above  provided  shall  be  due,  legal, 
and  personal  notice  to  such  Trustee. 

chapter  vni. — OFFicEais 

Section  1.  Officers:  The  officers  of  this  Foundation  shall  be  a  president,  a 
vice-president,  a  secretary,  a  treasurer,  and  an  assistant  secretary-treasurer. 
Only  members  of  the  Board  of  Trustees  shall  be  eligible  for  election  to  office. 

Sec.  2.  Election :  The  officers  shall  be  chosen  annually  by  the  Board  of 
Trustees  from  its  membership  at  its  organization  meeting,  and  each  shall  hold 
his  office  until  he  shall  resign  or  shall  be  removed  or  otherwise  disqualified  to 
serve,  or  until  his  successor  shall  be  elected  and  qualified.  Normally,  the 
senior  member  of  the  Board  of  Trustees  shall  be  elected  President;  the  second 
in  seniority,  Vice-President ;  the  third  in  seniority,  Secretary ;  the  fourth  in 
seniority,  Treasurer ;  and  the  fifth  in  seniority,  Assistant  Secretary-Treasurer. 

To  qualify  as  president  of  this  Foundation,  the  trustee  so  elected  must  have 
served  at  least  one  (1)  full  year  on  the  Board  of  Trustees.  This  requirement 
shall  not  apply  to  either  the  first  or  the  second  president  elected  by  either  the 
first  or  the  second  Board  of  Trustees. 

Sec.  3.  Removal  and  resignation :  Any  officer  may  be  removed,  either  with  or 
without  cause,  by  a  majority  of  the  Trustees  in  office  at  the  time,  at  any 
regular  or  si)ecial  meeting  of  the  Board.  Any  officer  may  resign  at  any  time 
by  giving  written  notice  to  the  Board  of  Trustees  or  to  the  president  or  to  the 
secretary  of  the  Foundation.  Any  such  resignation  shall  take  effect  at  the  date 
of  the  receipt  of  such  notice  or  at  any  later  time  specified  therein ;  and  unless 
otherwise  specified  therein,  the  acceptance  of  such  resignation  shall  not  be 
necessary  to  make  it  effective. 

Sec.  4.  Vacancies :  A  vacancy  in  any  office  because  of  death,  resignation, 
removal,  disqualification,  or  any  other  cause  shall  be  filled  in  the  manner 
prescribed  in  these  By-laws  for  regular  appointments  to  such  office. 

chapter  IX. — duties  of  officers 

Sec.  1.  President:  The  president  shall  be  the  chief  executive  officer  of  the 
Foundation  and  shall,  subject  to  the  control  of  the  Trustees,  have  general 
supervision,  direction  and  control  of  the  business  and  officers.  He  shall  preside 
at  all  meetings  of  the  members  and  at  all  meetings  of  the  Trustees.  He  shall 
be,  ex-officio,  a  member  of  all  the  stnndinsr  committees,  including  the  executive 
committee,  if  any,  and  shall  have  the  general  powers  and  duties  of  manage- 
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ment  usually  vested  in  the  office  of  the  president  of  the  Foundation,  and  shall 
have  such  other  powers  and  duties  as  maj  be  prescribed  by  the  Board  of 
Trustees  or  these  By-laws. 

Sec.  2.  Vice-President:  In  the  absence  or  disability  of  the  president,  the 
vice-preadent  shall  perform  all  the  duties  of  the  president,  and  when  so  acting, 
shall  have  all  of  the  powers  of,  and  be  subject  to  all  the  restrictions  upon,  the 
president.  The  vice-president  shall  have  such  other  powers  and  perform  other 
duties  as  from  time  to  time  may  be  prescribed  for  him  respectively  by  the 
Trustees  or  by  these  By-laws. 

Sec.  3.  Secretary:  The  secretary  shall  keep,  or  cause  to  be  kept,  a  book  of 
minutes  at  the  principal  oflB,ce  of  the  Foundation,  or  such  other  place  as  the 
Board  of  Trustees  may  order,  of  all  meetings  of  the  Board  of  Trustees  and 
members,  mth  the  time  and  place  of  holding,  whether  special  or  regular,  and 
if  special,  how  authorized,  the  notice  thereof  given,  the  names  of  those  present 
at  Board  meetings,  the  number  of  members  present  at  members'  meetings,  and 
the  proceedings  thereof.  He  shall  also  keep  and  maintain  the  membrship  cer- 
tificate book,  the  roll  of  the  membership,  and  records  of  all  terminations  of 
memberships. 

The  secretary  shall  give,  or  cause  to  be  given,  notice  of  all  meetings  of  the 
members  and  of  the  Trustees ;  he  shall  keep  the  corporate  seal  of  the  Foundation 
in  safe  custody  and  shall  have  such  other  powers  and  perform  such  other  duties 
ajs  may  be  prescribed  by  the  Board  of  Trustees  or  these  By-Laws. 

Sec.  4.  Treasurer:  The  treasurer  shall  keep  and  maintain,  or  cause  to  be  kept 
and  maintained,  adequate  and  correct  ax!Coiuits  of  the  properties  and  business 
transactions  of  the  Foundation,  including  accounts  of  its  assets,  liabilities, 
receipts,  disbursements,  gains  and  losses. 

The  treasurer  shall  deposit  all  moneys  and  other  valuables  in  the  name  and 
to  the  credit  of  the  Foundation  with  such  depositaries  as  may  be  designated  by 
the  Board  of  Trusitees.  He  shall  disburse  the  funds  as  may  be  ordered  by  the 
Board  of  Trustees ;  shall  render  to  the  president  and  the  Board  of  Trustees, 
w^henever  they  request  it,  an  account  of  all  of  his  transactions  as  treasurer,  and 
of  the  financial  condition  of  the  Foundation  and  shall  have  such  other  jwwers 
and  perform  such  other  duties  as  may  be  prescribed  by  the  Board  of  Trustees  or 
by  these  By-laws. 

Sec.  5.  Assistant  .secretary-treasurer:  In  the  absence  or  disability  of  the 
Secretary,  the  assistant  secretary-treasurer  shall  perform  all  the  powers  of,  and 
be  subject  to  all  the  restrictions  upon,  the  secretary. 

In  the  absence  or  diasbility  of  the  treasurer,  the  assistant  secTetary-treasurer 
shall  perform  all  the  powers  of,  and  be  subject  to  all  the  restrictions  upon,  the 
treasurer. 

The  assistant  secretary-treasurer  shall  have  such  powers  and  perform  such 
other  duties  as  from  time  to  time  may  be  prescribed  by  the  Board  of  Trustees 
or  these  By-laws. 

CHAPTER  X. — EXECUTIVE  COMMITTEE  AND  OTHER  COMMITTEES 
ESTABLISHED  BY  TETISTEES 

Section  1.  Executive  Committee:  There  is  hereby  created  an  executive  com- 
mittee to  include  the  president,  the  vice-president,  the  secretary,  the  treasurer, 
and  the  assistant  secretary-treasurer  of  the  Foundation.  Such  executive  com- 
mittee shall  be  vested  with  all  of  the  powers  of  the  Board  of  Trusitees  when  the 
Board  of  Tru.stees  is  not  in  session. 

Sec.  2.  Standing  committees :  Standing  committees  shall  be  as  follows :  A. 
Constitution  and  By-Laws :  B.  Arpmher.s^hip ;  C.  Practice :  or  D.  Others  as 
deemed  nece.ssary  by  the  Board  of  Tnistees. 

Sec  3.  Qualifications  and  terms  of  office  of  committee  members :  The  mem- 
bers of  the  committees  shall  be  appointed  by  the  president,  subject  to  the 
approval  of  the  Board  of  Trustees,  nnd  shall  hold  office  for  a  period  of  one  (1) 
year.  Only  participating  members  shall  be  appointed  to  chairmanship  on  any 
standing  committee. 

Sec.  4.  Composition  and  duties  of  .standing  committees ;  Eich  standing  com- 
mitter- shall  have  as  many  members  thereon,  and  shaTl  have  such  duties  and 
perform  such  functions  as  may  be  determined  by  the  Board  of  Trustees. 

Sec  5.  Special  committees :  The  Board  of  Trustees  may  create  special  com- 
mittees, appoint  the  members  thereof,  and  invest  therein  such  functions  and 
duties  as  it  may  deem  desirable. 
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CHAPTES   XI. — ELECTIONS 

Section  1.  Board  of  Trustees :  The  members  shall  elect,  by  a  majority  vote, 
aud  in  accordance  with  these  By-Laws  and  the  Articles  of  Incorporation,  the 
Board  of  Trustees.  Such  election  shall  be  held  at  the  annual  meeting. 

Sec.  2.  Oflicers :  The  Board  of  Trustees  at  the  next  regular  meeting,  fol- 
lowing their  election  to  said  Board,  shall  elect  the  officers  of  this  Foundation. 

CHAPTEB  Xn. — miscellaneous 

Section  1.  Inspection  of  coriwrate  records:  The  membership  roll  or  register 
or  duplicate  membership  roll  or  register,  the  lx)Oks  or  accounts,  and  the 
minutes  of  proceedings  of  members  and  Trustees  shall  be  open  to  inspection 
ui)on  the  written  demand  of  any  member  at  any  reasonable  time,  and  for  a 
purpose  reasonably  related  to  his  interests  as  such  member,  and  shall  be 
exhibited  at  any  time  when  requested  by  ten  percent  (10%)  of  the  members. 
Request  for  inspection  other  than  that  at  a  members'  meeting  ghall  be  made 
in  writing  upon  the  president,  the  secretary,  or  the  assistant-secretary. 

Sec.  2.  Checks,  drafts,  etc. :  All  checks,  drafts,  or  other  orders  for  payment 
of  money,  notes  or  other  evidences  of  indebtedness  issued  in  the  name  of  or 
payable  to  the  Foundation  shall  be  signed  or  endorsed  by  such  person  or  per- 
sons, and  in  such  manner,  as  shall  be  determined  by  the  Board  of  Trustees. 

Sec.  3.  Annual  report :  The  Board  of  Trustees  shall  send  to  the  members,  not 
later  than  one  hundred  twenty  (120)  days  after  the  close  of  the  fiscal  or  calen- 
dar year,  an  annual  report  of  the  financial  affairs  of  the  Foundation. 

Sec.  4.  Contracts,  etc. — how  executed :  The  Board  of  Trustees,  except  as  these 
By-Laws  othern-lse  provide,  may  authorize  any  officer  or  officers,  agent  or 
agents,  to  enter  into  any  contract  or  to  execute  any  instrument  in  the  name 
of  or  on  behalf  of  the  Foundation,  and  such  authority  may  be  general  or 
confined  to  specific  instances.  Unless  so  authorized  by  the  Board  of  Trustees,  no 
officer,  agent,  or  employee  shall  have  any  i>ower  or  authority  to  bind  the 
Foundation  by  any  contract  or  engagement,  or  to  pledge  its  credit  to  render  it 
liable  for  any  purpose  or  to  any  amount. 

Sec.  5.  Insi>ection  of  By-Lav/s :  The  Foundation  shall  keep  in  its  principal 
office  for  the  transaction  of  business  the  original  or  copy  of  the  By-Laws  as 
amended  or  other-uise  altered  to  date,  certified  by  the  secretary,  which  shall 
be  open  to  inspection  by  the  members  at  all  reasonable  times  during  office 
hours. 

Sec.  6.  Rules  of  order :  Sturgis'  Code  of  Parliamentary  Procedure  shall  be  tJie 
parliamentary  guide  when  not  in  conflict  with  the  Articles  of  Incorporation  of 
these  By-Laws. 

Sec.  7.  Rules  of  professional  conduct:  The  Principles  of  Medical  Ethics  O'f 
the  American  Medical  Association,  the  Principles  of  Professional  Conduct  of 
the  Bexar  Covmty  Medical  Society,  and  such  principles  of  pirofessional  conduct 
as  this  Foundation  may  adopt  by  a  majority  vote  of  its  members,  shall  govern 
the  Foundation  and  all  members  thereof. 

Sec.  8.  Disciplinary  action :  A  member  who  is  guilty  of  a  criminal  offense  or 
gross  misconduct,  either  as  a  physician  or  as  a  citizen,  or  who  violates  any  of 
the  provisions  of  the  Articles  of  Incorporation  of  this  Foundation  or  these  By- 
Laws  or  who  acts  contrary  to  or  in  violation  of  any  contracis,  agreements,  or 
statements  of  principle  of  this  Foundation,  shall  be  liable  to  censure,  sus- 
pension, or  expulsion.  Thep  rocedure  to  be  followed,  with  respect  to  censure, 
suspension,  or  expulsion  of  a  member,  shall  be  the  procedure!  now  provided  in 
the  By-Laws  of  the  Bexar  County  Medical  Society  or  as  they  may  be  hereafter 
amended ;  and  said  procedure  is  hereby  incorporated  into  these  By-Laws  by  this 
reference;  provided,  however,  that  the  hearing  body  of  this  Foundation' shall 
be  the  Board  of  Trustees. 

chapter  xm. — amendments 

These  By-Laws  may  be   amended   or  repealed   by  two-thirds    (%)    of  the 
members  present  and  voting  at  a  members'  meeting. 
Adopted— March  ,3,  1971. 
Amended — December  9,  1971. 
Amended — December  5,  1972. 
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1.'   PRINT  ALL  INFORMATION.       2.   WRITE  IN  USUAL  FEE.       3.  OBTAIN  REQUIRED  SIGNATURES. 


0032368 

DATE  OF  / 

SERVICE / 

MO  '  DAY 

PATIENT  BCMF  NUMBER 


BEXAR  COUNTY  MEDICAL  FOUNDATiON 

p.  O.  BOX  1263S 

SAN  ANTONIO.  TEXAS  78212 

B12-734-7159 


PHYSiCiAN  SERVICE 
STATEMENT 

D  BCMF   MEMBER   PHYSICIAN 

D  NON-eCMF  MEMBER  PHYSICIAN 

PHYSICIAN  BCMF  NUMBER 


PHYSICIAN'S 
NAME 


PATIENT  NAME 


SUBSCRIBER    NAME 


STREET  ADDRESS 


CITY.  STATE.  ZIP 


IF  PATIENT  HAS  INSURANCE  COVERAGE.  PLEASE  OBTAIN  THE  FOLLOWING 
INFORMATION: 


INSURANCE 
DBLUE  CROSS 

dother  ins 
Dmedicare 
□  medicaid 
qworkman 

COMP. 


COMPANY  NAME 


ICDA  CODE         DIAGNOSIS,  SYMPTOMS  &  ILL  DEFINED  CONDITIONS 


PRIMARY - 


CONTINUING- 


REFERREDBY 


REFERREDTO 


y    SERVICE  OR  PROCEDURE 


OFFICE  VISIT  -  HEW  PATIENT 


•  I  SERVICE  OR  PROCEDURE  |  "pEE*"   I     c'oDE 


SERVICE  OR  PROCEDURE 


BRIEF  Historv,  Exam  and/or 
Treatmer 


LIMITED  Historv.  Physical 
Initiation  of  Treatrtient 


INTERMEDIATE  History 
Physical  Initiation  of  Treat. 


90000 


OTHER  SERVICES  AND  PROCEDURES 


90010 


90015 


OFFICE  VISIT  -  ESTAaLISHED  PATIENT 


MINIMAL  Service  such  as  Inj  , 
Imnnun,.  Minimal  Dressing,  etc. 


90030 


BRIEF  Exam.,  Evaluation 
and/or  Treatment 


90040 


OTHER  TYPE  VISITS.  CONSULTATIOnS.  ETC. 


LIMITED  Ex 
and/or  Treatr 


90050 


DETENTION  •  Prolonged  w/ 
Patient  in  Critical  Condition 


99040 


INTERMEDIATE  Exam.  Eval. 

and/or  Treatment 


90060 


HOSPITAL  VISIT  -    NITIAL 


BRIEF  Hist.,  &  Physical  h 
of  Diagnosis  &  Treatment 


INTERMEDIATE  Hist.,  Phys. 
Initiation  of  Treatment 


COMPREHENSIVE  History. 
Phys.  Initiation  of  Treatment 


90200 


90215 


90220 


HOSPITAL  VISIT  -  FQLLOW^JP 


BRIEF  Exam.  Evaluation 
and/or  Treatment 


90240 


LIMITED  Exam.  Evaluation 
and/or  Treatment 


90250 


PLACE  OF  SERVICE 


l-Doc tor's  Office 


2-Patient's  Home 


ndependent  Lab. 


4-lnpatient  Hosp 


5-Extend.  Care  F. 


PLACE  OF  SERVICE 


6  — Outpatient  Hosp 


7  — Nursing  Home 


3  — Other  Location 


CONDITION     DUE    TO 


MATERNITY  -CONCEPTION  DATE 


INJURY-Cowered  by  Workman  Comp 


ILLNESS  -  TREATED  BEFORE 


ILLNESS  -  FIRST  SYMPTOMS 


TOTAL      i 
SERVICES  I 


release  lo  ihe  Bexi 


PATIENT  IS  STILL  UNDER  MY  CARE:  OYESDNO 

PATIENT  TOTALLY  DISABLED  FROM I C 

THRU L I 

siiLh    rntoriH   dl   itfC    iiiM:e»A'V    to    iliti-lose    lully     >*^C   e>>ent   Ol 


I   Founilalion  C 


provideo 

lo    •nilivxluslt 

unil«> 

ine    B 

CMF 

Plan    Hfiil     )o 

g  any   pay 

tieoii  Ol   provi 

ling   su 

cli   wrv 

ires  a 

s    ihc    BCMF 

m  dale  o( 

servictf 

PATIENT'S  SIGNATURE 


PHYSICIAN'S  SIGNATURE 


BCMF  FORM  NO,  701A  12/72 


Last  Name   (Print) 

First 

Middle   Initial 

SOCIAL  SECURITY   NUMBER 

EMPLOYER 

HOME  ADDRESS 

STREET 

CITY                                          STATE                        ZIP  CODE 

HOME    PHONE    NUMBER 

EMPLOYEE  NUMBER 

MARITAL   STATUS 
D    SINGLE 
n    MARRIED 

CHECK    DESIRED   COVERAGE 
n    EMPLOYEE   ONLY 
D    EMPLOYEE   8.   SPOUSE 
O    EMPLOYEE   8.   CHILDREN 
n    EMPLOYEE   S,    FAMILY 

DATE    OF   APPLICATION 
Monrh               Day               Year 

GROUP  NUMBER 

DATE   OF   EMPLOYMENT 
Month             Day            Year 

ENROLLMENT  APPLICATION   FOR  BEXAR  COUNTY   MEDICAL    FOUNDATION    HEALTH-CARE    PLAN 

On  behalf  of  myself  and  any  dependents  listed  on  the  reverse  side,  I  hereby  apply  for  connprehensive  health  care  services  under  the  group 
Insurance  policy  issued  to  my  employer  by  Eagle  Life  Insurance  Company. 

I  understand  thdt  if  this  application  is  accepted,  the  services  vjiH  be  effective  from  the  date  shown  on  the  certificates  to  be  issued  to  me. 
I  authorize  my  employer  to  deduct,  if  applicable,  the  monthly  premium  from  my  w/ages  or  salary,  with  the  understanding  that  he  acts 
as  my  agent  in  all  my  dealings  with  Eagle  Life  Insurance  Company  and  that  all  acts  performed  by  him  and  all  notices  given  to  him  in  such 
dealings  are  binding  upon  me.  in  addition,  I  assign  to  Eagle  Life  Insurance  Company  any  other  health  care  insurance  coverage  that  I  or 
my  dependents  may  be  entitled  to  as  a  result  of  any  claim.  I  further  understand  and  agree  that  my  participation  in  this  Insurance  plan  is 
subject  to  any  future  amendments  of  the  group  insurance  policy  as  provided  for  therein. 


APPLICANTS  DATE  OF  BIRTH 

Signalufe   of   Applicont    X. 

Month             Day             Year 

NOTE: 

LIST  DEPENDENTS 
ON   BACK 

FOR  OFFICE   USE  ONLY 
EFFECTIVE  DATE 

Month            Day            Year 

CLASS 
CODE 

_    1                   J 

APPLICANTS   SEX     D   Mole       D   Female 

"-SUBSCRIBER  NUMBER 

Jl.'     i--^4        1.— 1  OJ     li 

.^Zim 

ii^mmimm 

I^Utl^KfsL^i^m-kiMii-.-j^.-'- 
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IF  DEPENDENTS  ARE  TO  BE  ENROLLED  LIST  NAMES  BELOW 


SPOUSE 


Last   Name 


Last  Name 


FAMILY   DEPENDENTS 


OCC.    NO, 
I      I      I     I. 


CLASS,  CODE 


DATE    OF    BIRTH 


/  / 

MONTH      DAY      YEAR 


DATE   OF   BIRTH 


FAMILY  NO. 

_J L 


T>''t^''-it^-;-  ■■^■~  . 


/ 


RELATIONSHIP 


HUSBAND     WIFE 

n  D 


SON      DAUGHTER 

D         n 


D 


D 


a 


a 


SUFFIX 
NO. 


ENROLLMENT   STATUS 

D   NEW   ENROaMENT 
D    RE-ENROLLMENT 


n    CHANGE  TO  FAMILY 

Q   CHANGE   TO   INDIVIDUAL 

D   OTHER. 


FOR   OFFICE    USE   ONLY 
EFFECTIVE  TERMINATE 

Yr. 


Mo. 


Day 


Yt. 


:"i^^fr.i 


Mo, 


Day 


jj  I    I    OTHER 


,BCMF  250  6/73 


Eagle  Life  Insurance  Company, 

San  Antonio,  Tex. 
Group  Policy  Number 
The  Employer 

Subsidiaries  and  AflBliates 
The  Policy  Holder 
Date  of  Issue 

Policy  Anniversaries  are  deemed  to  occur  annually  beginning 
Renewal  Premiums  are  due  on  the  day  of 

Eagle  Life  Insurance  Company  (hereinafter  called  the  Insurance  Company) 

Agrees  to  pay  the  group  insurance  benefits  herein  provided,  vsdth  respect  to 
each  insured  employee  of  the  Employer,  in  accordance  with  and  subject  to  the 
terms  and  conditions  of  this  policy. 

This  policy  is  issued  to  the  Policyholder  in  consideration  of  the  application  of 
the  Policyholder  and  the  individual  applications,  if  any,  of  the  insured  em- 
ployees and  of  the  payment  of  premiums,  as  provided  herein,  to  take  effect 
as  of  the  date  of  issue  hereof.  The  policy  will  terminate,  as  hereinafter  pro- 
vided, upon  failure  to  pay  any  premium  before  expiration  of  the  grace  period 
allowed  for  payment  and  under  circumstances  hereinafter  specified  it  will 
terminate  following  written  notice  by  the  Insurance  Company  or  by  the 
Policyholder.  Premiums  are  payable  by  the  Policyholder  in  amounts  determined 
as  hereinafter  provided. 

The  first  premium  is  due  on  the  date  of  issue  and  renewal  premiums  are 
due  as  stated  above  during  the  continuance  of  the  policy. 

This  policy  is  delivered  in  and  is  governed  by  the  laws  of  the  State  of 
Texas. 

The  benefits  and  provisions  set  forth  on  the  following  pages  hereof  are  a 
part  of  this  policy  as  fully  as  if  recited  over  the  signatures  hereto  affixed. 

In  witness  whereof.  Eagle  Life  Insurance  Company  has  caused  this  policy 
to  be  executed  this  day  of 

Examined 

ViCTOB  C.  King, 

Secretary. 
Wm.  T.  Habvis, 

President. 
Group  Hospital  Insurance  Policy — Renewable  Term  Insurance — 

Non-participating 
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MEDICAL  EXPENSE   MAXIMUM 

The  maximum  payable  to  an  employee  and  to  the  employee's  dependents 
shall  not  exceed  $50,000.00  of  Covered  Services  while  the  coverage  is  in  force. 

Full  Benefits  are  payable  when  the  payments  under  Covered  Servdces  exceed 
$10,000.00  per  insured  or  $15,000.00  p;er  family  in  any  contract  year  without 
regard  to  percentages  or  deductibles. 

Maximum  Benefits  shall  be  reduced  to  $25,000.00  for  any  employee  or  em- 
ployee's dependent  that  is  covered  under  Federal  Medicare  or  that  has 
retired. 

Each  policy  armiversary  the  employee  and  the  employee's  dependents  shall  be 
entitled  to  an  Automatic  Annual  Reinstatement  of  up  to  $2,500.00;  however, 
said  reinstatement  shall  not  apply  to  any  employee  that  is  covered  under 
Federal  Medicare  or  that  has  retired. 

II.   DEFINITIONS 

Physician 

A  "Physician"  under  this  policy  shall  include  the  following  licensed  practi- 
tioners of  the  healing  arts  :  Doctor  of  Medicine,  Doctor  of  Osteopathy. 

The  following  licensed  practitioners  of  the  healing  arts  will  not  be  considered 
as  a  Physician  hereunder :  Doctor  of  Dentistry,  Doctor  of  Chiropractic,  Do^etor 
of  Optometry,  Doctor  of  Podiatry. 

Hospital 

A  lawfully  operated  institution,  other  than  one  operated  by  the  Veterans 
Administration  or  other  U.S.  GrOvemment  agencies,  which  has  a  laboratory,  x- 
ray  facilities,  an  operating  room  where  major  operations  are  performed,  a  mini- 
mum of  six  rooms  for  the  diagnosis,  care  and  treatment  of  at  least  six  over- 
night resident  bed  patients  under  the  supervision  of  a  licensed  physician,  and 
widch  has  a  Graduate  Registered  Nurse  (R.N.)  always  on  duty,  and  maintains 
permanent  medical  history  records.  It  is  not  primarily  a  place  for  nursing  or 
rest  care,  or  for  the  treatment  of  chronic  or  long  term  injuries  or  sickness,  or 
for  the  care  of  the  aged,  the  mentally  ill,  drug  addiction  or  alcoholism. 

Nursing  Jiome 

An  institution,  other  than  a  hospital,  which  meets  all  of  the  following  re- 
quirements: (a)  maintains  permanent  and  full-time  facilities  for  bed  care  of 
10  or  more  resident  patients,  (b)  has  available  at  all  time  the  services  of  a 
doctor,  (c)  has  a  registered  nurse  (R.N.)  or  doctor  on  full-time  duty  in  charge 
of  patient  care  and  one  or  more  registered  nurses  (R.N.)  or  licensed  practical 
nurses  on  duty  at  all  times,  (d)  maintains  a  daily  medical  record  for  each 
patient,  (e)  is  primarily  engaged  in  providing  continuous  skilled  nursing  care 
for  sick  or  injurd  persons  during  the  convalescent  stage  of  their  illnesses  or 
injuries  and  is  not,  other  than  incidentally,  a  rest  home  or  a  home  for  cus- 
todial care  or  for  the  aged,  and  (f )  if  ojpe rating  lawfully  as  a  njursing  home  in 
the  jurisdiction  where  it  is  located. 

Home  care  agency 

A  Home  Care  Agency  is  a  public  agency  or  private  organization  primarily 
engaged  in  providing  skilled  nursing  services  and  other  therapeutic  services  and 
which  is  approved  by  the  state  in  which  it  is  operating  and  meets  other  condi- 
tions as  established  by  the  Secretary  of  the  Department  of  Health.  Bdueation 
and  Welfare  to  be  a  provider  of  such  services  in  the  Title  XVIII,  Medicare 
program. 

Insured  dependents 

The  insured  employee's  spouse  and  unmarried  dependent  children  of  the 
employee  or  his  spouse  under  the  age  of  23  years,  including  newborn  children, 
who  are  supported  by  the  Insiired.  Only  those  dependents  specified  in  the 
application  may  be  Insured  Dependents,  however,  newborn  children  nnd  other 
dependents  may  l>e  added  by  subsequent  application  to  the  Company.  The  word 
employee  when  u.sed  in  this  policy  shall  also  apply  to  Employee's  Dependents 
when  properly  insured  under  this  policy. 

III.  CO-ORDINATION  OF  BENEFITS  PROVISION 

If  there  be  other  valid  coverage,  not  with  this  insurer,  providing  benefits 
for  the  same  loss  on  a  provision  of  service  basis  or  on  an  expense  incurred 
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basis  and  of  which  this  insurer  has  not  been  written  notice  prior  to  the  occur- 
rence or  commencement  oi  loss,  the  oniy  iiauiiity  under  any  expense  incurred 
coverage  ol  this  poicicy  shall  be  tor  such  proporUon  ot  the  loss  as  the  amount 
which  would  otherwise  have  been  payable  hereunder  plus  the  total  of  the  like 
amounts  under  all  sucn  other  valid  coverages  lor  the  same  loss  of  which  th'is 
insurer  had  notice  bears  to  the  total  like  amounts  under  all  valid  coverages 
for  such  loss,  i'or  the  purpose  of  applying  this  provision  when  other  coverage 
is  on  a  provision  of  service  basis,  the  "like  amount"  of  such  other  coverage 
shall  be  taken  as  the  amount  which  the  services  rendered  would  have  cost  in 
the  absence  of  such  coverage. 

The  term  "other  valid  coverage"  as  used  herein  means  any  plan  providing 
benefits  or  services  for  medical  or  dental  care  or  treatment,  including  but 
not  limited  to  (a)  group,  blanket,  or  franchise  insurance,  (b)  any  group, 
hospital  or  medical  service  pre-payment  plan,  (c)  any  union  or  employee 
benefit  organization  plan,  including  trusteed  plans,  (d)  any  coverage  under 
governmental  programs,  and   (e)    any  coverage  required  by  any  statute. 

IV.  PLAN  LIMITATIONS 

Benefits  shall  not  be  authorized  tmder  the  Medical  Benefits  provisions  of  this 
Plan  for  or  in  connection  with  a)  any  medical  care,  services  and  supplies  which 
do  not  come  within  the  Definition  of  Covered  Services,  or  b)  any  of  the  following : 

(1)  dentistry  or  dental  x-ray,  except  that  this  limitation  shall  not  apply  to 
medical  care,  services  and  supplies  furnished  by  a  hospital  during  confinement 
in  connection  with  dental  treatment ; 

(2)  blood  or  blood  plasma  for  which  the  hospital  or  other  supplier  makes  a 
refund  or  allowance  to  or  on  behalf  of  the  insured  either  as  a  result  of  the 
operation  of  a  group  blood  bank  or  otherwise,  but  only  to  the  extent  of  the 
refund  or  allowance; 

(3)  cosmetic  surgery,  a)  except  for  medical  care  and  treatment  in  the 
Schedule  of  Covered  Services  for  injuries  sustained  in  an  accident  to  the  ex- 
tent such  medical  care  and  treatment  is  received  within  six  months  after  the 
date  of  such  accident,  or  b)  unless  medical  care  and  treatment  is  for  correc- 
tion of  an  abnormal  congenital  condition  in  a  child  born  while  the  mother  of 
such  child  is  insured  under  this  policy. 

(4)  eye  glasses  of  the  fitting  of  eye  glasses,  or  hearing  aids  or  the  fitting  of 
hearing  aids ;  personal  or  convenience  items  ; 

(5)  injury  or  sickness  resulting  from  any  act  or  incident  of  war,  whether 
declared  or  undeclared,  insurrection  or  any  atomic  explosion  or  other  release 
of  nuclear  energy  (except  only  when  being  used  solely  for  medical  treatment 
of  an  injury  or  sickness),  whether  in  peacetime  or  in  wartime  and  whether 
intended  or  accidental ; 

(6)  medical  care,  services  oi  supplies  which  are  furnished  by  a  hospital  or 
facility  operated  by  or  at  the  direction  of  the  United  States  Government  or 
any  authorized  Agency  thereof,  or  bj  a  State,  County,  or  Municipal  Government 
or  any  authorized  Agency  thereof  or  furnished  at  the  expense  of  such  Govern- 
ment or  Agency,  or  by  a  doctor  employed  by  such  a  hospital  or  facility,  unless 
a)  the  treatment  is  of  an  emergency  nature,  and  b)  the  covered  individual 
is  not  entitled  to  such  treatment  without  charge  by  rea.son  of  status  as  a 
veteran  or  otherwise;  provided  that,  this  limitation  shall  not  apply  to  charges 
by  a  United  States  Military,  Naval  or  Veterans  Administration  Hospital  for 
medical  care,  services  or  supplies  for  which  the  covered  individual  is  legally 
obligated  to  pay ; 

(7)  medical  care,  services  or  supplies  to  the  extent  that  they  are  paid  for, 
payable  or  furnished,  (a)  pursuant  to  any  plan  or  program  administered  by  a 
National  Government  or  Agency  thereof  or  with  ftuuls  received  from  taxation 
or  contributions  collected  pursuant  to  legislation  by  a  National  Government 
(other  than  the  Federal  Medicare  Program),  or  (b)  pursuant  to  any  State  Cash 
Sickness  Law  or  laws  of  a  similar  character,  including  any  group  insurance 
policy  approved  under  such  a  law ; 

(8)  medical  care,  services  or  supplies  for  which  no  charge  is  made  or  for 
which  the  covered  individual  is  not,  in  the  absence  of  the  benefits,  legally 
obligated  to  pay ; 

(9)  injury  or  sickness  resulting  from  participation  in,  or  in  consequences 
of  having  participated  in.  the  commission  of  an  assault  or  a  felony,  or  being 
engaged  in  an  illegal  occupation; 
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(10)  sickness  covered  by  Workmen's  Compensation  law,  occupational  disease 
law,  or  laws  of  similar  character;  or  injury  arising  out  of  or  in  tlie  course 
of  any  occupation  or  employment  for  compensation,  profit  or  gain; 

(11)  evidence  of  a  pre-existing  condition  until  a  period  of  six  consecutive 
months  after  the  policy  date  has  elapsed  without  treatment,  unless  waived 
at  time  of  enrollment; 

(12)  for  those  individuals  who  are  authorized  benefits  under  Federal  Medi- 
care and  become  enrollees  under  this  Plan,  the  benefits  contained  in  this  Plan 
shall  be  provided  to  the  extent  they  are  not  authorized  or  covered  under  the 
Social  Security  Act  Title  -VIII,  Parts  A  and  B  ; 

(13)  Covered  Services  outside  the  United  States  and  Canada  except  as  pro- 
vided under  Section  N,  World  Wide  Emergency  Care  in  the  Schedule  of 
Covered  Services. 

V,  EMPLOYEE  AND  DEPENDENTS  ELIGIBILITY  AND  TERMINATION  PEOVISIONS 

Effective  date  proviso  for  personal  benefits 

The  effective  date  of  an  employee's  personal  benefits  shall  be  subject  to  the 
following  conditions : 

(1)  if  at  any  time  during  the  day  immediately  preceding  the  date  the  benefits 
of  an  employee  would  otherwise  first  become  effective  he  was  by  reason  of 
injury  or  sickness  unable  to  perform  active  work  on  a  full-time  basis  whether 
or  not  he  was  scheduled  to  work  on  such  preceding  day,  none  of  his  benefits 
shall  become  effective  until  such  time  on  or  after  the  date  that  his  benefits 
would  otherwise  first  become  effective  that  he  performs  active  work  on  a  full- 
time  basis; 

(2)  if  at  any  time  during  the  day  immediately  preceding  the  date  an  em- 
ployee would  otherwise  become  entitled  to  an  increase  in  the  amount  of  his 
personal  benefits  due  to  a  change  in  his  benefits  classification,  or  due  to  an 
amendment  of  the  Group  Plan,  he  was  by  reason  of  injury  or  sickness  unable 
to  perform  active  work  on  a  full-time  basis  whether  or  not  he  was  scheduled 
to  work  on  such  day,  the  increase  shall  not  become  effective  with  respect  to 
any  coverage  until  such  time  on  or  after  the  date  that  the  increase  would 
otherwise  first  become  effective  that  he  performs  active  work  on  a  full-time 
basis. 

Termination  of  personal  benefits 

The  personal  benefits  of  each  employee  shall  terminate  automatically  on  the 
earliest  of  the  following  dates : 

(1)  the  date  the  employe  ceases  to  perform  active  work  on  a  full-time 
basis  in  an  eligible  class  or  category ; 

(2)  the  date  of  expiration  of  the  period  for  which  the  last  required  con- 
tribution is  made  by  the  employee,  if  his  personal  benefits  are  on  a  contribu- 
tory basis ; 

(3)  as  to  any  particular  benefit,  the  date  such  benefit  is  terminated  or  the 
date  he  ceases  to  be  entitled  to  such  benefits  as  determined  in  accordance  with 
the  Schedule  of  Covered  Services ; 

(4)  as  to  an  employee  of  an  associated  company  included  under  the  Group 
Plan,  the  date  such  associated  company  ceases  to  be  so  included ; 

(5)  the  date  of  termination  of  the  Group  Plan. 

Eligibility  date  for  dependent  benefits 

Each  employee's  eligibility  date  for  dependent  benefits  shall  be  the  first 
date  on  which  he  is  both  eligible  for  personal  benefits  under  the  Group  Plan 
and  has  one  or  more  eligible  dependents,  as  defined  above,  provided  that  an 
employee  whose  dependents  shall  all  cease  to  be  eligible  shall  have  a  new 
eligibility  date  for  dependent  benefits  if  and  whn  he  again  has  an  eligible 
dependent  while  he  is  eligible  for  jpersonal  benefits. 

Effective  date  of  dependent  benefits 

Subject  to  the  Dependent  Effective  Date  Proviso  below,  the  dependent  bene- 
fits of  each  employee  shall  become  effective  with  respect  to  each  eligible  de- 
pendent he  then  has  on  the  application  date  determined  below  but  in  no 
event  prior  to  the  date  his  personal  benefits  become  effective : 

(1)  if  contributions  for  dependent  benefits  are  not  required,  his  dependent 
benefits  shall  become  effective  on  the  employee's  eligibility  date  for  dependent 
benefits ; 
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(2)  if  contributions  for  dependent  benefits  are  required;  his  dependent 
benefits  sliall  become  eftective  on  tbe  earliest  of  tlie  following  dates:  (a)  tlie 
employee's  eligibility  date  for  dependent  benefits,  proviaed  be  authorizes  con- 
tributions for  dependent  benefits  on  or  berore  such  date;  (b)  the  date  he 
authorizes  contributions  for  dependent  benefits  provided  he  does  so  within  31 
days  after  his  eligibility  date  for  dependent  benefits;  (c)  the  date  specified 
by  the  Company  upon  approval  of  evidence  of  eligibility  for  full  benefits 
satisfactory  to  the  Company  at  its  home  oflice  furnished  without  expense  to 
the  Company  with  respect  to  each  and  every  dependent  he  has  on  the  date  he 
authorizes  contributions  if  he  does  so  more  than  31  days  after  his  eligibility 
date  for  dependent  benefits; 

(3)  if  dependent  benefits  have  been  terminated  at  the  request  of  the  em- 
ployee or  because  of  failure  to  make  the  required  contributions  for  benefits, 
his  dependent  benefits  shall  again  take  effect  only  in  accordance  with  the  con- 
ditions set  forth  in  2),  c)  above. 

Addition  of  eligible  dependents 

Subject  to  the  Dependent  Effective  Date  Proviso  below : 

(1)  dependent  benefits  shall  be  extended  to  cover  the  first  dependent  child 
(or  the  dependent  spouse  in  the  case  of  an  employee  covered  only  with  respect 
to  a  child  or  children)  provided  the  employee  makes  written  application  to 
cover  such  dependent,  but  if  he  makes  the  required  written  application  to 
cover  such  additional  dependent  more  than  31  days  after  that  dependent  be- 
comes eligible,  benefits  with  respect  to  that  dependent  shall  become  effective 
only  on  the  date  specified  by  the  Insurance  Company  upon  approval  of  evidence 
of  eligibility  for  full  benefits  satisfactory  to  the  Company  at  its  home  office 
furnished  without  exi)ense  to  the  Company ; 

(2)  dependent  benefits  shall  be  automatically  extended  to  cover  each  addi- 
tional eligible  child  in  the  case  of  an  employee  already  covered  with  respect 
to  at  least  one  dependent  child.  The  Company  must  be  notified  of  each  new 
eligible  addition  within  ten  (10)  days. 

Dependent  effective  date  proviso 

The  effective  date  of  dependent  benefits  with  respect  to  each  dependent  shall 
be  subject  to  the  following  conditions : 

(1)  if  a  dependent  is  confined  in  a  hospital  or  nursing  home  on  the  date  he 
would  otherwise  become  covered,  the  dependent  benefits  with  respect  to  that 
dependent  shall  not  become  effective  until  the  day  after  the  date  he  is  dis- 
charged from  the  hospital  or  nursing  home,  except  that  this  proviso  shall  not 
apply  to  a  newborn  child  if  the  child  is  otherwise  eligible  for  benefits  at  birth 
in  accordance  with  the  terms,  conditions  and  limitations  of  the  Group  Plan ; 

(2)  if  a  dependent  is  confined  in  a  hospital  or  nursing  home  on  the  date  an 
increase  in  amount  of  coverage  with  respect  to  such  dependent  would  otherwise 
become  effective  due  to  a  change  in  benefit  classification,  or  due  to  an  amend- 
ment of  the  Group  Plan,  such  increase  shall  not  become  effective  until  the  day 
after  the  date  he  is  discharged  from  the  hospital  or  nursing  home. 

Termination  of  dependent  benefits 

The  dependent  benefits  of  each  employee  shall  automatically  terminate  on 
the  earliest  of  the  following  dates : 

(1)  the  date  that  the  personal  benefits  of  the  employee  terminate; 

(2)  the  date  of  expiration  of  the  period  for  which  the  last  required  con- 
tribution toward  the  maintenance  of  dependent  benefits  is  made  by  the  em- 
ployee, if  the  employee's  dependent  benefits  are  on  a  contributory  basis ; 

(3)  as  to  a  particular  covered  depeJident,  the  date  such  dependent  ceases  to 
qualify  as  an  eligible  dependent  as  stated  under  Definitions ; 

(4)  the  date  that  the  employee  ceases  to  be  in  a  class  of  employees  eligible 
for  dependent  benefits; 

(5)  as  to  any  particular  benefit,  the  date  such  benefit  is  terminated,  or  the 
date  he  ceases  to  be  entitled  to  such  benefit  as  determined  in  accordance  with 
the  Schedule  of  Covered  Services. 

VI.  EXTENDED  MEDICAL  BENEFITS  ON  TERMINATION  OF  POLICY 

If  an  individual  is  disabled  on  the  date  his  Schedule  of  Covered  Services  is 
terminated  for  any  reason  whatsoever,  Covered  Services  shall  be  covered  sub- 
ject to  the  applicable  Medical  Maximum  and  other  provisions  and  limitations  of 
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this  Plan  for  the  covered  expenses  incurred  solely  as  a  result  of  the  injury 
or  sickness  causing  such  disability  provided  that : 

(1)  in  no  event  shall  benefits  be  provided  or  authorized  for  medical  care, 
services  or  supplies  rendered  or  received  more  than  three  months  after  the 
date  such  termination  occurs, 

(2)  he  remains  continuously  disabled  from  the  same  cause  until  the  date  the 
medical  care,  service  or  supply  is  rendered  or  received, 

(3)  he  does  not  become  covered  under  any  other  group  policy  or  plan,  or 
under  any  group  basis  Blue  Cross,  Blue  Shield,  or  other  Service  or  prepay- 
ment plan,  whereby  he  is  entitled  to  any  benefits  under  such  other  group 
policy  or  group  prepayment  plan  with  respect  to  the  injury  or  sickness  causing 
such  disability,  and 

(4)  if  no  event  shall  the  Automatic  Annual  Reinstatement  provision  be 
applicable  in  the  case  of  any  person  entitled  to  benefits  in  accordance  with 
this  provision. 

If  the  dependent  child,  upon  attaining  age  23,  is  both  incapable  of  self- 
sustaining  employment  by  reason  of  mental  retardation  or  physical  handicap 
and  is  dependent  upon  the  Insured  for  support  and  maintenance  the  coverage 
shall  remain  in  force ;  providing  proof  of  such  incapacity  and  dependency  upon 
the  Insured  is  provided  within  31  days  from  the  date  the  dependent  attained 
age  23  years  and  that  subsequent  proof  of  continued  incapacity  and  dependency 
shall  be  provided  for  three  consecutive  six  (6)  month  periods,  thence  once 
each  year  thereafter. 

VU.   CONVERSION   PRIVILEGE 

Should  the  insurance  provided  with  respect  to  any  employee  insured  here- 
under terminate  because  of  termination  of  employment  for  any  reason,  the 
individual  insurance  of  such  employee  may  be  converted  without  evidence  of 
Insurability  provided  it  is  surrendered  within  thirty-one  days  after  such  ter- 
mination to  the  Home  Office  of  the  Company  with  a  written  request  for  such 
conversion  to  an  individual  policy  on  such  form  as  the  Company  may  adopt 
from  time  to  time  for  use  in  such  cases  and  subject  to  the  provisions,  con- 
ditions, and  premium  rates  provided  in  such  policy. 

vm.   POLICY  PROVISIONS 

Entire  contract 

This  policy  and  the  application  of  the  Policyholder,  a  copy  of  which  is 
attached  hereto,  constitute  the  entire  contract  between  the  parties. 

All  statements  made  by  the  Policyholder  or  by  the  employees  insured  and 
their  dependent  shall  be  deemed  representations  and  not  warranties  and  no 
statement  made  by  an  insured  employee  or  his  dependents  shall  void  the  insur- 
ance or  be  used  in  defense  to  a  claim  hereunder  unless  a  copy  of  the  instrument 
containing  such  statement  is  or  has  been  furnished  to  such  employee  or  to  his 
beneficiary,  if  any. 

Amendment  and  alteration  of  contract 

This  policy  may  be  amended  or  changed  at  any  time,  subject  to  the  laws  of 
the  jurisdiction  in  which  it  is  delivered,  without  the  consent  of  the  employees 
insured  hereunder  or  of  their  beneficiaries,  if  any,  by  written  agreement  be- 
tween the  Policyholder  and  the  Insurance  Company. 

Only  the  President,  a  Vice-President  or  the  Secretary  of  the  Insurance  Com- 
pany has  power  to  change,  modify  or  waive  the  provisions  of  this  policy,  and 
then  only  in  writing.  The  Insurance  Company  shall  not  be  bound  by  any 
promise  or  representation  heretofore  or  hereafter  made  by  or  to  any  agent 
or  i)erson  other  than  as  above. 

Notice  and  proof  of  claim 

Written  notice  of  injury  or  of  sickness  upon  which  claim  may  be  based 
must  be  given  to  the  Insurance  Company  within  twenty  days  of  the  date  of 
the  commencement  of  the  first  loss  for  which  benefits  arising  out  of  each  such 
injury  or  sickness  may  be  claimed. 

Notice  given  by  or  in  behalf  of  the  claimant  to  the  Insurance  Company  at 
its  home  office  or  to  any  authorized  agent  of  the  Insurance  Company,  with 
particulars  .sufficient  to  identify  the  insured  indiWdual,  shall  be  deemed  to  be 
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notice  to  the  Insurance  Company.  Failure  to  furnish  notice  within  the  time 
provided  in  the  policy  shall  not  invalidate  any  claim  if  it  shall  be  shown 
not  to  have  been  reasonably  possible  to  furnish  such  notice  and  that  such 
notice  was  furnished  as  soon  as  was  reasonably  possible. 

The  Insurance  Company,  upon  receipt  of  the  notice  required  by  the  policy, 
will  furnish  to  the  Claimant  such  forms  as  are  usually  furnished  by  it  for 
filing  proof  of  loss.  If  such  forms  are  not  so  furnished  within  fifteen  days  after 
the  Insurance  Company  receives  such  notice,  the  claimant  shall  be  deemed  to 
have  complied  with  the  requirements  of  the  policy  as  to  proof  of  loss  upon 
submitting,  within  the  time  fixed  in  the  policy  for  filing  proofs  of  loss  written 
proof  covering  the  occurence,  character  and  extent  of  the  Loss  for  which  claim 
is  made. 

AfBrmative  proof  of  loss  of  time  on  account  of  disability  or  of  hospital 
confinement  for  which  claim  is  made  must  be  furnished  to  the  Insurance  Com- 
pany within  ninety  days  after  the  termination  of  the  period  for  which  claim  is 
made.  Affirmative  proof  of  any  other  loss  on  which  claim  may  be  based  must 
be  furnished  to  the  Insurance  Company  not  later  than  ninety  days  after  the 
date  of  such  loss. 

Examination 

The  Insurance  Company  shall  have  the  right  and  opprotunity  to  examine  the 
person  of  any  individual  whose  injury  or  sickness  is  the  basis  of  a  claim 
hereunder  when  and  so  often  as  it  may  resonably  require  during  pendency  of 
claim  hereunder,  and  also  the  right  and  opportunity  to  make  an  autopsy  in 
case  of  death  where  it  is  not  forbidden  by  law. 

Payment  of  claim 

Upon  request  of  the  insured  employee  and  subject  to  due  proof  of  loss  the 
accrued  daily  hospital  and/or  accident  and  sickness  weekly  benefits,  if  provided 
herein,  will  be  paid  each  week  during  any  period  for  which  the  Insurance 
Company  is  liable  and  any  balance  remaining  unpaid  at  the  termination  of 
such  period  will  be  paid  immediately  upon  receipt  of  due  proof.  Any  other 
benefits  provided  in  the  policy  will  be  paid  immediately  after  receipt  of  due 
proof. 

Benefits  for  loss  of  life,  if  any,  are  payable  to  the  beneficiary  designated  by 
the  employee  on  a  form  furnished  by  or  satisfactory  to  the  Insurance  Company. 
If  more  than  one  beneficiary  is  designated  and  in  such  designation  the  employee 
has  failed  to  specify  their  respective  interests,  the  beneficiaries  shall  share 
equally  and  the  interest  of  any  such  beneficiary  who  predeceases  the  employee 
shall  pass  to  tlie  survivors  equally  or  to  the  survivor.  If,  with  respect  to  any 
amount  of  insurance,  the  employee  fails  to  designate  a  beneficiary  or  no 
designated  beneficiary  survives  the  employee,  payment  shall  be  made  to  the  duly 
qualified  executors  or  administrators  of  the  employee's  estate,  except  that  the 
Insurance  Company  may  in  such  case,  at  its  option,  pay  such  insurance  to 
the  employee's  widow  or  widower,  if  living,  if  not  living,  to  the  surviving  chil- 
dren born  to  or  legally  adopted  by  the  employee,  if  any,  equally ;  if  none,  to  the 
parents  of  the  employee  equally,  if  both  survive  and  otherwise  to  the  one  that 
does  survive,  if  either  survives. 

All  other  benefits  are  payable  to  the  employee ;  provided,  however,  that  if 
any  such  benefit  remains  unpaid  at  the  death  of  the  employee,  or  if  the  employee 
is  a  minor  or  is,  in  the  opinion  of  the  Insurance  Company,  legally  incapable 
of  giving  a  valid  receipt  and  discharge  for  any  payment,  the  Insurance  Com- 
pany, may,  at  its  option,  pay  such  benefit  to  any  one  or  more  of  the  following 
relatives  of  the  employee;  wife,  husband,  mother,  father,  child  or  children, 
brother  or  brothers,  sister  or  sisters.  Any  payment  so  made  will  constitute  a 
complete  discharge  of  the  Insurance  Company's  obligations  to  the  extent  of 
such  payment  and  the  Insurance  Company  will  not  be  required  to  see  to  the 
application  of  the  money  so  paid. 

Legal  proceedings 

No  action  at  law  or  in  equity  shall  be  brought  to  recover  on  the  policy  prior 
to  the  expiration  of  sixty  days  after  proof  of  loss  has  been  filed  in  accordance 
with  the  requirements  of  the  policy,  nor  shall  such  action  be  brought  at  all 
unless  brought  within  three  years  from  the  expiration  of  the  time  within  which 
proof  of  loss  is  required  by  the  policy. 
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Conformity  icith  State  statutes 

Any  provision  of  this  policy  wliich,  on  its  effective  date,  is  in  conflict  with 
the  statutes  of  the  state  in  which  the  insured  resides  on  such  date  is  hereby 
amended  to  conform  to  the  minimum  requirements  of  such  statutes. 

IX.    POLICYHOLDER    EFFECTIVE    DATE — TERMINATION 

This  group  insurance  policy  becomes  effective  upon  the  Date  of  Issue,  how- 
ever, insurance  coverage  on  individual  employees  still  become  effective  only 
as  the  employee  becomes  eligible  and  then  only  after  the  monthly  premium  for 
the  individual  employee  has  been  paid. 

This  group  insurance  policy  may  be  terminated  by  the  Company  on  any 
policy  anniversary  by  giving  written  notice  to  the  Policyholder  at  least  31  days 
in  advance. 

X.     PREMIUMS 

Premium  rates  shall  be  determined  by  the  Company  for  the  benefits  provided. 
Premiums  may  be  increased  by  the  Company  on  any  anniversary  date  by 
giving  the  policyholder  written  notice  at  least  31  days  in  advance.  Premiums 
will  be  remitted  to  the  Company  in  a  timely  manner  as  they  become  due. 
Failure  to  pay  the  premiums  within  31  days  of  the  premium  due  date  by  the 
Policyowner  shall  terminate  the  policy ;  however,  the  Policyowner  shall  still  be 
liable  for  the  payment  of  said  due  premiums. 

State  Board  of  Insurance, 

Austin,  Tex.,  April  29,  1974. 
Eagle  Life  Insurance  Company, 
P.O.  Box  32565  , 
San  Antonio,  Tex. 

The  Bexak  County  Medical  Foundation, 
P.O.  Box  12635, 
San  Antonio,  Tex. 
Mr.  Bernard  Rappaport, 
701  Weatherly  Drive, 
San  Antonio,  Tex. 

Gentlemen  :  On  May  20,  1974,  at  10  :00  a.m.,  the  Commissioner  of  Insurance 
or  his  lawful  delegate  will  consider  the  following  matters  in  public  hearing 
in  Room  343  of  the  State  Insurance  Building,  1110  San  Jacinto,  Austin,  Texas : 

1.  That  The  Bexar  County  Medical  Foundation,  a  Texas  non-profit  corpora- 
tion, has  engaged  with  Eagle  Life  Insurance  Company  and  Bernard  Rappaport 
in  the  performance  of  acts  in  the  solicitation  of  insurance  and  in  a  manner  to 
aid  in  the  transaction  of  the  business  of  an  insurance  company  without  The 
Bexar  County  Medical  Foundation  first  procuring  a  certificate  of  authority  from 
the  State  Board  of  Insurance  in  violation  of  the  provisions  of  Article  21.01 
of  the  Insurance  Code.  That  The  Bexar  County  Medical  Foundation  performs 
for  remuneration  from  Eagle  Life  Insurance  Company  the  following  services 
in  connection  mth  group  insurance  contracts  with  the  San  Antonio  Independent 
School  District  and  others : 

A.  Actively  solicits  insurance  business  through  its  personnel  (i.e.  Bernard 
Rappaport)  and  through  circulated  advertising  material  such  as  Exhibits  A 
through  G ; 

B.  Receives,  retains  and  transmits  insurance  i)ermiums ; 

C.  Holds  itself  out  to  and  does  regularly  receive  and  transmit  applications 
for  insurance,  insurance  policies,  insurance  certificates  and  combinations  or 
parts  of  said  documents ; 

D.  Holds  itself  out  to  and  does  regularly  handle  policyholders'  services  in- 
cluding, but  not  limited  to,  claims. 

2.  That  Eagle  Life  Insurance  Company  has  in  violation  of  the  provisions 
of  Article  21.05  of  the  Insurance  Code  granted  or  become  bound  by  a  valid 
subsisting  contract  with  The  Bexar  County  Medical  Foundation,  a  Texas  non- 
profit corporation,  by  virtue  of  which  The  Bexar  County  Medical  Foundation 
is  entitled  to  receive  in  fact  directly  or  indirectly  a  portion  of  the  premiums 
or  other  income  of  Eagle  Life  Insurance  Company  arising  out  of  the  group 
insurance  contracts  with  the  San  Antonio  Independent  School  District  and 
other  employers  in  Bexar  and  adjoining  counties. 


597 

3.  That  Eagle  Life  Insurance  Company  and  The  Bexar  CJounty  Medical 
Foundation  have  brought  the  direction  of  their  affairs  under  common  manage- 
ment or  control  under  circumstances  that  tend  to  create  a  combination  of 
capital  and  skills  in  the  purveying  of  insurance  and  in  the  purveying  of  medi- 
cal services  that  artificially  fix  the  prices  of  and  providing  of  insurance  and 
medical  services  in  violation  of  the  provisions  of  Chapter  15  of  the  Business 
and  Commerce  Code  and  in  violation  of  Item  4  of  Section  4  of  Article  21.21 
of  the  Insurance  Code. 

4.  That  Bernard  Rappaport  has  transmitted  sums  of  money,  credits  or 
values  arising  out  of  the  sale  of  insurance  to  The  Bexar  County  Medical 
Foundation  for  its  own  use  and  thereby  knowingly  caused  the  payment  of  a 
rebate  in  violation  of  the  provisions  of  Item  8(a)  of  Section  4  of  Article  21.21 
of  the  Insurance  Code. 

5.  That  Eagle  Life  Insurance  Company  and  Bernard  Rappaport  have  each 
made,  circulated  and  caused  to  be  made  and  circulated  publications  with  re- 
spect to  insurance  that  is  untrue  and  a  mis-representation  and  unfair  trade 
practice  as  defined  and  prohibited  by  Article  21.21  of  the  Insurance  Code,  and 
the  provisions  of  Order  No.  18663  of  the  State  Board  of  Insurance,  and  which 
is  contrary  to  the  provisions  of  published  guidelines  of  the  Commissioner  of 
Insurance  as  set  out  in  his  Order  No.  35848,  said  publications  being  the  at- 
tached Exhibits  A  through  G.  That  such  items  are  misleading,  untrue  and 
unfair  trade  practices  in  the  following  respects : 

A.  Implies  and  states  that  The  Bexar  County  Medical  Foundation  can  per- 
form acts  which  are  forbidden  by  law  to  it.  (See  Commissioner's  Guide  3(E) 
in  Order  No.  35848.) 

B.  Implies  or  provides  for  arrangements  which  are  restricting  trade  prac- 
tices and  other  monopolistic  restraints  which  are  violations  of  law.   (Guide  4) 

C.  States  a  guarantee  of  suflBciency  of  benefits  to  meet  medical  bills  which 
is  not  provided  by  insurance  contract.   (Guide  3A) 

6.  That  management  of  Eagle  Life  Insurance  Company  and  its  controlling 
persons  have  violated  the  minimum  standards  for  persons  who  are  ofl5cers, 
directors  and  controlling  i>ersons  of  an  insurer  as  provided  by  Section  3  of 
Article  1.14  and  Section  5(g)  of  Article  21.49-1  of  the  Insurance  Code  by  the 
following  acts: 

A.  Entry  into  and  continuance  of  the  contract  relationship  with  The  Bexar 
County  Medical  Foundation  in  view  of  the  warning  convened  by  the  letter 
attached  as  Exhibit  H. 

B.  By  the  President  of  Eagle  Life  Insurance  Company  representing  during 
the  summer  or  fall  of  1973  on  the  telephone  to  the  then  Commissioner  of  In- 
surance. Clay  (Gotten,  that  Eagle  Life  Insurance  Company  had  discontinued 
any  .solicitation  of  insurance  by  The  Bexar  County  Medical  Foundation  which 
was  known  to  be  an  untrue  statement. 

C.  By  the  President  of  Eagle  Life  Insurance  Company  representing  to  the 
staff  of  the  Commissioner  of  Insurance  on  October  18,  1973.  that  the  Eagle 
Life  Insurance  Company  had  discontinued  and  would  not  thereafter  use 
written  materials  implying  the  use  of  The  Bexar  County  Medical  Foundation 
for  solicitation  and  servicing  of  insurance  which  statement  was  untmie  and  a 
false  representation. 

Should  the  Commissioner  of  Insurance  determine  from  the  evidence  presented 
at  such  hearing  that  the  provisions  of  Article  1.14,  21.01,  21.05,  21.07-1  and  21.21 
of  the  Insurance  Code  or  any  one  of  them  have  been  violated  as  above  specified, 
hp  may  invoke  and  use  the  sanctions  of  Section  (e)  of  Article  1.04,  Section  7 
of  Article  1.10.  Section  3  of  Article  1.14,  Article  21.05,  Section  12  of  Article 
21.07-1  and  Article  21.21  of  the  Insurance  Code,  which  sanctions  include  revo- 
cations of  licenses,  impo.sition  of  elective  civil  penalty  not  to  exceed  $10,000.00 
and  entry  of  cease  and  desist  order. 
Sincerely, 

Commissioner  of  Insttrance, 
By:  Robert  P.  Clines, 

Legal  Clerk  VI. 
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